










Secrets 
of the world’s 
longest-runnin 


ve as 
© 


Richard 
Branson 
Barbara 
Corcoran 
n 
preted 
Drew 
Houston 
Kawasalt 
_ and their 






PAGE 28 


Sara Blakely, 

founder 

and CEO, tees 
Spanx 


The solo 
entrepreneur's 

survival guide 
Page 22 


4 ‘7 

iy 

if, 
Lf’ 


THE NUMBERS 
1.6-LITER _ BEST 


SID 
Sa 


dj 
Our latest addition to the available EcoBoost 
line of proven engines has both best-in-class 178 
horsepower* as well as highway and combined fuel 
economy.** If you have a 


with flights to catch, you can whisk them to their 
CONOMY 


terminals reliably and economically. 
may save you money and 
time at the pump. 


An can 
tend patients from one end of the 


130 7 county to the other. 
CARGO <.. 
The Transit Connect van can hold 8 more cubic 


feet of them than its closest competitor. That WS 
translates into roughly 120 more tomatoes per ¥ 

trip. And with a best-in-class payload rating of cy “i 
1,740 Ibs.,t those tomatoes can be really heavy. Ste 
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Easy in and out from either 
LIDIN side. If you're 7) 
custom cabinets for 


DOORS you can spend 
less time in the van getting 


your tools and supplies and 
more time using them. You 
always have a door on the 
side with the best access 
to your job site too. 






POSSIBILITIES 


Outside, it’s easy to wrap the 
Transit Connect any way you like 
‘to create your very own sleek, 
modern 
Inside, you can have your choice of 
the wagon, with the most seating 
configurations in its class.' 

Or choose the van, with cargo 
space that’s easily customized 


to suit your unique needs and [SO DO THE MATH: | No two configurations in its class't ina 
references, whether you're a businesses are exactly alike, but compact, nimble package. Throw 
imisielan ttt instruments and the new Transit Connect adds in reliability that's earned the 
amps or a with up for all of them with best-in- Built Ford Tough® badge, and you've 
anglers and tackle. class horsepower* and the most found the van with all the answers. 
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“Growing up, we didn’t have a lot of money, but my mother always grew her own vegetables. 
Now we're bringing generations together...helping thousands of families help themselves with 


Grow Appalachia’s community gardens.” Ce 


John Paul DeJoria, CEO and Co-founder 





PAUL MITCHELL. 


THE BEST IN PROFESSIONAL SALON HAIR CARE PRODUCTS 
Guaranteed only in salons and Paul Mitchell Schools. paulmitchell.com 









DAYMOND JOHN 

‘Shark Tank’ investor. 
Founded FUBU with 

his friends. 
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Miller Lite is the business competition that gives great friends a chance to be 
their own bosses. A panel of bt ( including FUBU founder and Shark-in-residence 
Daymond John, will be awarding to the best new businesses out there.* So round up a 
crew with a round of Miller Lites and to work. It’s time to find out if you’ve got what it takes. 
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GREAT FRIENDS. GREAT VENTURES. 











Great businesses are driven 
by great customer experiences. 





Which is why small businesses like yours 





rely on Ruby, the highly trained team of 
offsite receptionists who handle all your 








calls with the perfect mix of friendliness 
and professionalism. With Ruby, you'll 
elevate your business and stand out from 











the competition by delighting each and 





every person who calls you. 





Bring human customer service back. —~ 


FREE 14-day Trial ) [ b | 
866-61 1-RUBY (7829) \ ye. 


or visit callruby.com 


receptionists 








Visiting somewhere new isn't just a vacation, it’s an adventure 
Experience yourtrip of a lifetime with Skytrax Airline of the Year. 
Enjoy. globally inspired cuisine, up to1600 channels of inflight 
entertainment; and relax on your lié-flat seat in business Class. 


Now flying to over 135 destinations worldwide, with 31 destinations in Asia 


“Airline of the Year” 2013 Skytrax World Airline Awards 
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“There’s never 
Kj a dull moment 
with Barbara.” 


— GAIL ABRAHAMSEN (top), 
executive assistant to 
Barbara Corcoran, 

in New York City 


















@ LAUNCH 
How | Got Started 
Awell-honed founding story 
helps you connect with 
investors, employees, and 
customers-and with luck, 
keeps them listening. 

By Adam Bluestein 


PLUS Creation myths from the 
founders of Flipboard, Spanx, 
Five Guys, Asana, and Klout 
As told to Liz Welch 


ON THE COVER SARA BLAKELY, CEO AND FOUNDER OF SPANX, PHOTOGRAPHED IN ATLANTA BY JILL GREENBERG 
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@ MONEY 
If Sales Are So Hot, 
Why Am! Running 
Out of Cash? 

Smart answers to this and other 
perplexing financial questions 
for business owners 

By Jill Hamburg-Coplan 





@ INNOVATE 

The Trillion-Dollar Cure 
Obamacare is creating new 
challenges for the health care 
industry-and big opportunities for 
startups with the right solutions. 
By David H. Freedman 


0 of German manufacturer leus, empowers workers to 
ins-unless it means turning down a customer request. 


® LEAD 


Built to Last—Forever 
At the core of Europe's 
strongest economy stands a 
tier of impeccably run small 
manufacturers that measure 
growth not in years but in 
centuries. Here’s how they doit, 
in five counterintuitive lessons. 
By Leigh Buchanan 











-TECH AMENITIES: RENONED OUbABt 


k t with the all-new 2014 Corolla. With everything ithas‘to offer 
Vehicle has never been easier. For more information, visit#leet, toree 


@PTovoTa FLEET 


‘Prototype shown with options. Production model will vary. ©2013 Toyota Motor. Sales, U.S.A. Inc. 
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I make lotions that melt in your hand. 
But when it comes to printing, 
I need a helping hand. 
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SMALL BUSINESS: YOU’RE NOT ALONE OUT THERE. Misty, owner of Just Wanna Melt, has a passion for 

organic lotions that melt in your hand. So when she needed to make her packaging shine, she turned to her 

locally owned UPS Store. Because while Misty knows smooth hands, The UPS Store® experts know all about creating 

professionally printed labels, flyers, banners and displays that make her customers 

just want to melt. At The UPS Store, we love small businesses. We love logistics. 
WEC LOGISTICS 


Check out Misty’s video and learn how The UPS Store 


can help your business at smallbiz.theupsstore.com 


POSTERS + FLYERS * BROCHURES + BUSINESS CARDS + CERTIFIED PACKING EXPERTS 


Copyright © 2013 The UPS Store, Inc. 
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3 Signs That You’re a Martyr, Not a Leader aalnccain 
Are you most comfortable when you're lie 
feeling overwhelmed? You may be what 
Inc. columnist Les McKeown calls a 

martyr-leader. Here are three telltale signs. 





YOU'RE A BOTTLENECK...AND 
YOU SECRETLY LIKE IT. 


Martyr-leaders have 
unfulfillable commit- 
ments, impossibly 
Herculean to-do lists, 
and triple-booked 
schedules—all for the 
purpose of generat- 
ing the warm, com- 
forting glow of 
indispensability. 


Co Beyond the 


You'll find the icon at the left on selected pages throughout 


YOUR DEFAULT MOOD IS 
‘SELF-PITY. 


Watch a martyr 
leader as he goes 
about his daily 
business, and you 
will find two primary 
attitudes on display: 
poor me and head- 
shaking sigh 





INC.COM/IDEALAB 


Vivek Wadhwa 


Entrepreneur and vice president 
of Singularity University 


ON IMMIGRATION AND 
ENTREPRENEURSHIP 


"It's very simple. 

If we issue more 
green cards, 

we'd immediately 
boost the 
economy,” 


YOU EXUDE LEARNED 
HELPLESSNESS. 


Martyr-leaders live 
inaself-taught state 
of mind wherein 
nothing is ever truly 
fixable and every- 
thing is a mess—and 
expect the rest of us 
to feel the sarne 





INC.COM/INC-LIVE 


Julie Rice and 
Elizabeth Cutler 


Co-founders of SoulCycle 


“Employee training 
is the key to 





the issue. That's your signal to grab your smartphone or tablet 
and go deeper with the content on the page. Here's how: 

1. Download the free Layar app from the Apple or Android store or at Jayar.com. 

2. Launch the app and scan any page carrying the icon. 

3. Inc, videos and other bonus content will instantly appear on your mobile device. 
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scaling every part 
of a business.” 


You have a passion : 
for your business. Liberty 
Mutual 


INSURANCE 





indepe t age! ty Mutual Insurance. 


or go to libertymutualgroup.com/business 
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Introducing Morningstar for iPad: 
Investment discoveries are at hand. 





Morningstar’ for iPad” combines everything you need to uncover new 
investment ideas, in an elegant interface designed exclusively for 
your iPad. Our app will help you better understand your portfolios and 
add market context to your strategies. With Morningstar insights, 


leading information design, and curated news and video, Morningstar MC BNINGSTAR 
for iPad helps you find new perspective on your investments. 
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Once Upon a Time: 


Japping the 








HERE ARE SAID to be only a hand- 
ful of plot lines in all of world 
literature—as few as seven or as 
many as 20, depending on 
which comp-lit professor is 
counting. Though the canon of 
business-startup tales isn’t 
exactly literature, I count at 
least three standard narratives. 
There's Rags to Riches, in 
which a founder takes an ordi- 
nary business and drives it to 
greatness by sheer entrepre- 
neurial fire in the belly. (Think Sam Walton or, more 
recently, Gary Vaynerchuk.) Then there’s We Built 
It. They Came, in which the founder creates some- 
thing to please himself or herself and finds custom- 
ers lined up at the door. (Think Howard Schultz or, 
more recently, Mark Zuckerberg.) Most common, 
perhaps, is We Saw a Need. We Filled It. That’s the 
one that applies to our cover subject, Sara Blakely, 
who found she didn’t like how she looked in white 
slacks and invented Spanx, a product that solved 
the problem—for herself and millions of other 
suddenly slimmer women. 

Whatever your company’s founding tale, you 
ought to recognize it as the asset it is—a point 
Inc.'s Adam Bluestein makes repeatedly in his 
feature, which starts on page 28. Your story de- 
fines, for customers and employees, what you 
stand for. (“Since the beginning, we've been so 
fanatically dedicated to value that you can always 
count on us for everyday low prices.”) It provides 
an emotional connection with your audience and 
a link with employees as the company grows. 
(“We started out to create sophisticated coffee and 





WANT TO SUBSCRIBE TO INC,? SCAN THIS PAGE FOR DETAILS. 
(See page 14 for more) 


Power oF Your 
Creation Story 





acozy place to hang out; that’s what we still de- 
liver.") If your story subtly conveys your passion 
for your company and your own resourcefulness, 
your founding legend can melt the hearts of even 
steely bankers and VCs. Literature is fine, but it 
can’t raise Series A funding for you. 

While we're on the topic of founding stories, it 
seems appropriate to pull out Jnc.’s own. In our 
10th-anniversary issue, founder Bernie Goldhirsh 
wrote about trying to find information to help him 
run his own small business, Sail magazine, and 
finding nothing that spoke to him. “That’s when I 
knew I had to start this magazine,” he wrote. He 
then talks about Inc.’s approach: 


[It would see entrepreneurship] as a means of 
creative expression. An entrepreneur uses the 
elements of business to create a company much 
as a writer uses words to create a story. Then, as 
a business grows, the company builder can set up 
an environment in which others can find fulfill- 
ment through the expression of their creativity 
and intelligence. That belief has always informed 
the magazine. 


THAT WAS IN 1989, but the vision still holds. Inc. 
is, and has always been, about your company's 


story—however it began—and about helping you 
make it unfold successfully. 


f 


Eric Schurenberg \erics@inc com 








IS OLD TECHNOLOGY 
THE WEAKEST LINK 


IT CHAIN? 


Ethernet is a dynamic network technology that drives your computing 
and storage applications—now and in the future. Don't let old technology 
hold you back. With its intelligence and flexibility, Ethernet is a strategic 
IT enabler, a game changer. Comcast Business has one of the largest 
Ethernet footprints in the country and dedicated support for businesses. 
An industry leader, Comcast Business was awarded the 2013 North 
American Service Provider of the Year by the Metro Ethernet Forum. 










BUSINESS.COMCAST.COM/ETHERNET 
= 866-429-2241 
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BUSINESS 





BUILT FOR BUSINESS” 





that excites ALL-NEW NV200" 
COMPACT CARGO 


JULIO SAID IT WOULD BE PERFECT FOR HIS BUSINESS. 
OUR GARDEN-GNOME CAMERA CAUGHT EVERY WORD. 


We used hidden cameras to see if Julio would like the NV200 Compact Cargo better than his Ford 
Transit Connect. He was impressed with the NV200's 60/40-split rear doors, the integrated D-rings 
to hold down cargo and the mobile office with a passenger seat that turns into a desk, “We're not 
impressed with Ford)’ says Julio. “The NV200 feels like it was built just for me.” That’s because the 
NV200 was built for business. See Julio’s film and more at CandidCargo.com. 





Better City/Combined MPG than Transit’ | Longer loading floor | MSRP less than Transit’ 


s | ce | 





¥9019 Ward's Small Van segment. EPA fuel economy estimate, city and combined 24 MPG. Actual mileage may vary with driving conditions, *Prices are MSRP and exclude taxes, ttle, license, destination 


charges and accessoriés: Dealer sets actual price, For more information, visit www.nissancommercialvehicles.com. Always wear your seat belt, and please dorit drink and drive, ©2013 Nissan North 
ameri¢a, Ine: j 
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Sich) 
Success. 


“Tkept spinning 
in circles until 
Ifinally decided to 

itch the company 

originally wanted | 
to build.” | 
~JOE FERNANDEZ, 
CEO of Klout,.on how 
he got started 





Steve Ells 
CHIPOTLE 


Margaret Rudkin 
PEPPERIDGE FARM 


Some of the most 
recognizable 
brands were 
started by solo 


entrepreneurs. 


few 


Pepperidge Farm 
was born when 
Rudkin, a 40-year-old 
mother of three, 
created a whole 
wheat bread recipe 
for a son of hers with 











to generate 
quick cash to fund 
hat dream 
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Tip Sheet 


GOING IT ALC 


Starting a business without a partner? Not everyone thinks it's a good 
idea. Here's what you need to keep in mind if you decide to go solo 


SEARCH FOR THE WORDS single founder on Google, and what 
you find might be disheartening: a blog posting by Y Combinator 
founder Paul Graham on the 18 mista i 
Founder tops the list. Graham’s take is that the abséace of 
partners is akin to a vote of no confidence in the company, 
signaling that the entrepreneur couldn't talk any of his 
friends or colleagues into getting involved. 

Yeah, well, maybe sometimes. In reality, the honor roll of 
entrepreneurship is full of companies launched by single 
founders, And not every investor agrees with Graham. Priv- 
Co, a New York City-based financial research firm special- 
izing in privately held companies, found in a recent study 
that 44 percent of startups that raised $25 million or more in 
funding were run by a single entrepreneur. “Solo founders do 
quite well at raising money,” says PrivCo’s CEO, Sam Hama- 
deh (who, incidentally, co-founded the career site Vault but 
launched PrivCo alone). 

Still, if you go it alone, you do need to be aware of certain 
issues. Loneliness is a big one. “There can be a lot of negative 
thinking when you're in your basement, coding all day long,” 
says Corey Post, founder of AgileLeverage.com, a content- 
marketing-strategy firm based in Durham, North Carolina. 
So, get up from the desk once in a while. Go to industry con- 
ferences and attend local meetups with other entrepreneurs. 

Myopia is another hazard. Without constant reality checks 
from a co-founder, it’s easy to fall in love with your own plans 
and waste resources on bad ideas. Setting up an active advisory 
board of startup veterans can help you avoid that trap, says 
Bruce Bachenheimer, a management professor who runs the 
Entrepreneurship Lab at Pace University. He's talking about 
the kind of people who will ask in-your-face questions that 
you—and, later, your employees—might be afraid to pose, such 












severeallergies 


as: “Why are you putting all 
your time into this?” “How 

come we're not going after a 
different client?” “Shouldn't 
we be raising our prices and 
investing in infrastructure?” 

When it comes time to 
recruit people to be on your 
advisory board, VC Mark 
Suster suggests asking poten- 
tal advisers to put up a small ieoutetc aagt 
investment in your company. big decisions, and 
As crazy as that sounds, he 
says that an adviser with some 
skin in the game will be more 
emotionally involved and add 
more value. 

If you do want to raise angel 
or VC money, though, you 
probably will need to prove 
yourself more than you might 
as a member of a larger team. 

At Y Combinator, Graham’s 

wife and business partner, 

Jessica Livingston, says, “I 

want to be clear that we defi- 

nitely fund people who are 

solo founders.” But given the rigors, and ups and downs, of 
running a startup, she says, “this person has to be superdeter- 
mined, a superhustler.” 

And you definitely need to show you can draw other talented 
people to your idea and get them to join you. “We're trying 


Some entreprenaurs 
need a partner to avoid 
loneliness, depression, 
and inertia. 
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@ ALL TIEDUP 





tartup partner slowing you down? 


PARTNERS HAVE PROBLEMS, TOO 


I didn’t have partners when | started my first 
two companies, but | did by the time | sold those 
companies, and | have partners in the two 
businesses I'm most involved with today. So | 
don't have anything against partnerships per se 
But | disagree strongly with those who insist that 
a first-time entrepreneur must have a partner 
when Starting out. Inexperienced entrepreneurs 
are far more likely to get in trouble by making 
someone a partner for the wrong reason than by 
going it alone. By the wrong reason, | mean doing it 
because the person has a certain expertise that 
you lack-typically, in financial matters—or simply 
because you don’t want to be alone 

I'm not saying that you shouldn't hire people who 
have special expertise or reward people who make 
special contributions. | also know how lonely the 
entrepreneurial path can sometimes be, But none 
of those reasons justify making someone a partner 

There is no more expensive way to finance a 
business than by giving away equity, although you 
probably won't realize it until your business 
succeeds. Bear in mind also that you don't really 
know people until you've worked with them for 
several years. Giving equity to the wrong person will 
wind up creating all kinds of problems that will 
ys Peggy Wallace, distract you from what you should be doing—namely, 
managing partner at Golden Seeds, a New York City-based building the business 








to back companies that can scale and grow,” 


early-stage investment firm. “That’s going to take people. We 
want to see that other people believe in the idea of the company 
and believe in the leader! NE POFELDT 











Marketing Like an Arrogant Bastard 
Stone Brewing shows that you don’t 
need ads when you've got attitude 


AMERICA'S LOVE AFFAIR with craft beers was still in its infancy when Greg 
Koch and his partner, Steve Wagner, started Stone Brewing in 1996, At that 
point, many Americans had never heard of craft beer, much less tasted it. 
To make matters worse, the majority of people who tried Stone’s strong 
brews found them unpalatable. “It was too intense for them,” says Koch, 
the CEO of the Escondido, California-based company. With no money 
in the budget to spend on advertising and a public unfamiliar with the 
product, the company faced a hard road winning customers. Rather than 
tone down their beer, Koch and Wagner amped up the attitude and created 
a brand that took pride in being outside the mainstream. Stone found a 
following among craft-beer enthusiasts and is 


STONE BREWING vest CI e e] “| 
Escondido, California now the J0th-largest craft brewer. Below, Koch 
2013 Inc. 5000 rank: 2,976 shares his tips for building a $100 million busi- 
Three-year growth rate: 114% na Wel ey: i rtisi 

2012 revenue. $103.4 million ness without spending a dime on advertising. 
2012 employees: SOS —ROBIN D. SCHATZ 





ATTITUDE IS EVERYTHING PICK AFIGHT DON'T FITIN ALLY WITH OTHER OUTCASTS 
































Rather than try to Stone revels inits anti- When Stone's brews From the beginning, 
downplay the public's corporate, iconoclastic _ first hit retail shelves, Koch realized a rising 
early reaction to their image. "“Weenjoypok- thecompanychoseto — tide would lift the 
beer, Koch and Wagner ing fun at sheeplike sellits beerin whatthe whole nascent craft- 
wore it as a badge of consumerism and industry calls bomber brew industry, In 1997, 
honor, Besides giving taste," Kochsays. Part — bottles—22-ounce he co-founded the San 
one of their earliest of that means throwing containers thatstand Diego Brewers Guild, 
brews the eyebrow- some playful barbs at out against traditional an organization cre- 
raisingname Arrogant thegiantsintheindus- 12-ounce bottles.Koch ated to promote and 
Bastard Ale, they try, such as Budweiser = saysit was a ed educate the public 
proudly statedonthe — and Coors, Stone's package size for people about locally brewed 
beer's label, Thisisan T-shirts and stickers who might want totry beers, Today, San Diego 
aggressive beer. You carry the slogan; Fizzy the beer for the first boasts more than 80 
probably won't like it, yellow beer is for time. Selling single craft brewers, "We 
The strategy created wussies. And Koch him- bottles also allowed took a bit of a leader- 
adeeployaltyamong self frequently takes Stone to giveitsbeers — ship position,” Koch 
the drinkers who did up the cause against apremium price, along says, "It fostered a 
like it. Koch likens his mass-market brews with a higher profit competitive industry,” 
branding philosophy “Im picking a fight with margin, “For a young Stone also carries its 
to that of the heavy- mediocrity,” he says brewery trying desper- competitors’ beers as 
metal group Metallica. "I'mpickingafightwith ately to find its way to art of its distribution 
“Metallica nevercared the idea that beer is breakeven, it was a usiness and keeps 
ifyou didn’t like Metal- nothing morethanthe = smart move for us,” them on tap at its two 
lica," he says industrialized stuff of Koch says. Southern California 
the TV commercials.” restaurants, 
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snap, tag, file, and get back to business. 
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OLYMPIC METTLE 


Innovation, at 
Brealtneck Speeds 
How an Olympic 
skier/entrepreneur 
aims to gain an 
edge at Sochi 


ALPINE SKIER TED LIGETY won't just be 
representing the United States at 
this month’s Winter Olympics in 

Sochi, Russi 
senting Shred, the ski-equipment 
company he co-founded in 2006. 


He will also be repre- 





Ligety, who won gold in the alpine 
combined event at the 2006 Winter 
Olympics, launched Shred with 
Carlo Salmini, a materials engineer, 





to create high-performance ski g 
. The 


yin-yang of engineer and athlete has 








with the right measure of styl 


cre; 





‘ated an innovative approach to 
product development at Shred. 
Ligety leads the initial design and 
development phase by dissecting 
the pain points racers face with 
their equipment. Salmini then crafts 
the technology. “I make the proto- 
type, then Ted takes it out to test at 
high speeds and in rough condi- 





tions,” says Salmini. Shred’s goggles 


(seen here on Ligety) are a good 





example. At high altitudes, the low 








air pressure can warp goggles, 
distorting a skier’s vision. To 


combat this, Salmini added filte: 





to the lenses that allow air to pass 
through, equalizing pressure while 
keeping moisture out. Shred’s entire 
production process is designed 

to go from initial idea to finished 
product in just six weeks. Fast 

Like Ligety. -WILL YAKOWICZ 





[sexs rence warcrreoucery nan ar won 












—TED LIGETY, 
seen here inactlon~along with Shred goegles~at the 
Audi FIS Alpine World Cup in Sdiden, Austria 


HOW | GOT STARTED 





A well-honed 
founding 
Story can 
help you | 
connect with 
nvestors, 
employees, 
an 
consumers— 
and, with 
any luck, 
keep them 
istening. 

By Adam Bluestein 


Photograph by JILL GREENBERG 





ARA Blakely 

had her 

product—an 
ment that smoothed the contours of a woman's bod; 





making clothes more flattering and comfortable. But she had 





yet to make her first sale. She managed to land a meeting with a 
bu it a Neiman Marcus store in Dallas. Clad in a pair of form- 
fitting white pants, Blakely invited the buyer to join her in the 
ladie: 
in the way the pants looked—with her undergarments, which she 








room, where she proceeded to demonstrate the difference 





SARA BLAKELY, 
Founder and CEQ, Spanx 


’ “One day! cut 

the feet out 

of a pair of 

lid dtl 

That was my 

‘aha’ moment.” 
(page 32) 





LAUNC 


had dubbed Spanx, and with- 
out. Three weeks later, Spanx 
was on the shelves. She 
pulled the same stunt with 
buyers for Bloomingdale's, 
Saks, and Bergdorf Goodman. 
“I wore those white pants for 
three years to sell Spanx,” 
Blakely says. 

The tale of the white 
pants has become a key com- 
ponent of the Spanx story, 
and Blakely still loves to tell 
it. And why not? It continues 
to embody the powerful, 
$250 million brand she went 
on to create. “Women have 
been neglected as custom- 

. “We have been 
told that beauty is pain. I call 
that BS—Before Spanx.” 





BEFORE IT HAS investors, cus- 
tomers, profits, pre 
age, or even a perfected 

product, every startup has 
least one valuable asset: i 
story. So you might want to 
ask yourself; Who are you? 





cover- 








“Ina world where 
people have alot 
of choices, the 
story may be the 
deciding factor.” 


Where did you come from? 
Why are you doing this? 

Even if you’re answering 
these questions only for your- 
self, your co-founders, or the 
guy sitting next to you on the 
plane (hey, he asked), your 
company’s origin story has 
more power than you might 
imagine. And that’s true 
whether it begins in a garage 
(ala Hewlett-Packard, Apple, 
and Google), a dorm room 
(Dell), the streets of a far-off 
country (Toms Shoes), or the 
offices of a former employer 
(most everyone else). 

“I'm hard-pressed to think 








of a company that doesn’t 
have an interesting founda- 
tional story,” says Paul 
Smith, an executive coach, 
former director of market 
research at Procter & Gam- 
ble, and author of Lead With 
a Story. “But I suspect there 
are many that haven’t crafted 
and told theirs, And they’re 
important, People want to be 
part of something bigger than 
themselves. A nameless, 
faceless corporation with no 
real purpose, no story, is not 
an inspiring place to be.” 
The creation myth is not 
an asset just for startups. 
As those businesses grow 
into established firms and 
individual founders figure 
less prominently, the origin 
story can serve as both a 








road map and moral com- 
pass. Keeping that story 
alive, keeping it true, and 
keeping it relevant—these 
are the challenges more 
mature bus s 
contend with. 
“In a world where 
people have a lot of 
choices, the story may be 
the deciding factor; 
Nick Morgan, a commu- 
nications consultant and 
author of How to Tell 
Great Business Stories. 
‘This is especially true 
of investors. “We are trying 
to understand the source of 

















the founders’ passion,” says 
David Cohen, co-founder of 
Techstars, a startup accelera- 
tor with programs in seven 
cities worldwide that has 
provided the launching pad 
for more than 250 compa- 
nies. “Why do you care so 
much? It might be a personal 
connection to the problem or 
just a strong vision of a differ- 
ent or better world. If it’s ‘for 
the money’ or ‘because it’s a 
big business, that’s poor 
motivation. It won’t sustain 
most people through the 
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‘esse desi? Hise 


“The original story 


keeps evolving, 
but the vision is 


the same.” 


FLIPBOARD 

Palo Alto, California 
Makes personalized 
digital magazines 


He idea for 
Flipboard was to take Web 
content and repackage it to 
look and feel like a personal- 
ized magazine, Users could 
pick their favorite online 
sources, and then we'd cre- 
ate a magazine, using algo- 
rithms and editors to curate 
the material. But we also 
wanted people to be able to 








flip through pages, which 
you Can't do on a computer. 
t talked 
s—back then 








computers as 
S pares But the 
was not ad- 
ough Fast-for 
was thinking 
board around the 
ne time Apple was ru- 
ored to be working ona 
tablet, Perfect: a computer 
that acted like paper. So we 
bet everything on this mythi 
cal tablet. | met with venture 
capitalist John Doerr, who 
jokes that | came 
in with no prod- 
uct or device 
S ait on. 












VISION 


‘learn 















that peop 
SC sonalize 


others and | learned the 
importance of starting a 
company with a big idea. A 
startup will take the same 
amount of energy to launch 
no matter what the idea. VCs 
want to fund world-chang: 
ing ideas, We raised $100 
million during our third round 
of financing, which closed 

in November, The story we 
told this time was that users 
0 Curate their own 
that we 


them do 


















ced 
Wion 

curated magazines 
Shared with the 
oard’s original 
eps evolving, but 

ion is the same: Great 
content moves the world 
forward, —as ToLt 
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difficulties of starting and scal- Soe GE ef = 
ees nate gfe 
E3 # 


Indeed, many VCs think of 


uenchessatneeors inst “Your customers get really passionate and 
ries, and storytellers, eve it as * ok ” 
maces teas een ein emotional and become your advertising. 
“How well does the founder’s SPANX, Atlanta. Makes women's hosiery and undergarments 


life explain what they’re doing 
at their company?" asks Scott 
Weiss, a general partner at 
Silicon Valley venture firm 
Andreessen Horowitz. 

Weiss likes to talk about his 
first meeting with Ben Kaufman, 
founder and CEO of Quirky, 
which manufactures and mar- 
kets products invented by “regu- 
lar” people. “I can remember it 
almost word for word,” he says, 
“this quintessential story of a kid 
trying to get his first product 
[iPod accessories] to market 
with his first company. It was 
called Mophie, named after his 
dogs, Molly and Sophie. The 
process of getting them made in 
China, the shipping problems—it 
was so hard to do. He figured, 
There’s got to be a better way. 





‘That was how Quirky was born. HEN Iwas in my mid-20s, | spent $80 of my 
“When you heard Ben talk hard-earned money on a pair of white 

about his struggle and insight, pants, which | couldn't wear. It was an 

you were convinced that he'd undergarment issue; Panties bunched or 

walk through walls to follow his showed lines, thongs were too uncomfort- 

vision,” Weiss says. able, and girdles, or shapers, were made of 
es a thick material that felt like you were wear- 

OF COURSE, it’s highly unusual ing athletic clothes beneath your nice ones. 

Soe itreprencains tolapprcach So one day, | cut the feet out of a pair of pantyhose so | 

rae sees er Be could wear my white pants. That was my “aha” moment. | 
sag si : kept my idea to myself. The only people | told were patent 

a company’s narrative may 





lawyers and Page in the undergarment industry, Ideas are 


einatge in srinireli erect fragile in their infancy, and | sensed that if | talked about it 


That's why Steve Jurvetson— 

















thé vigionary. VC hehind Game with friends, | might be discouraged, A lot of million-dollar 
panties such as Hotmail; Teala ideas are squashed because people want to tell you all 
Motora Syadietie Genomics, their concerns, Once | had the prototype and patent in 

and SpaceX—always brings a 2000, | sat my family and friends down and said, “Are you 
camera to early meetings with ready? Footless pantyhose.” | then had my mom and best 
founders. “I say, ‘You're going friend try them on, and their reaction was instant and 

to want these when you're in emotional. "| love it! So comfortable; no bulges! | can now 
the Fortune 500,” Jurvetson wear things | wouldn't wear before, like crearn-colored 

says. “We help founders sculpt pants!” We still get the same reactions from our customers. 
stories by remembering anec- We have never formally advertised. It's not that 

dotes, with a sense for what complicated—your customers get really passionate and 
the outside world might think emotional, and they become your advertising. —As TOLO TO LW. 





of as interesting angles.” 
As you sculpt your own QO ‘SCAN THE PAGE TO HEAR SARA BLAKELY DESCRIBE HER “AHA" MOMENT. (See page 14 for details.) 
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story, make sure your tales 
don’t grow too tall in the 
process, Back in the 1990s, 
many people were tickled to 
learn that eBay was born out 
of founder Pierre Omidyar’s 
desire to help his fiancée 
more easily trade the Pez 
candy dispensers she liked 
to collect. Unfortunately, the 
tale was a pure fabrication 
dreamed up by an inventive 
PR manager to generate 
media interest after 





“Every employee, even the 
uard at the door, needs to know 
e@ company’s story. Every 
employee is an ambassador.” 


Omidyar’s earlier, truthful 
explanation about wanting 
to create a “perfect market” 
failed to get traction. 
Omidyar was lucky. 
When the truth came out, 
years later, eBay was a well- 


well know, can be merciless. 
The eBay publicist’s in- 
stinct to find a personal angle 
was understandable. Lindsey 
Scott, vice president of 
LaunchSquad, a public rela- 
tions firm in New York City, 
has worked with companies 
whose founding stories play 
well to a popular audience. 
Consider Diapers.com: “The 
founders would take U-Hauls 
and buy up all the stock at 
Costco, then ship out of their 


established business and 
didn’t suffer any conse- 
quences. But in our increas- 
ingly transparent world, even 
“harmless” lies risk being 
found out—and punished— 
faster. And the Web, as we 








Jerry 


Mlurrel 
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“It has to be about the 
quality of the food.” 


FIVE GUYS BURGERS AND FRIES 


Lorton, Virginio, Runs a burger chain 





FRYGUY "My mom said, 'If you don't study, you'll be flipping burgers. 


ymom sain to me, “If you 
don't study, you'll be 
flipping burgers.” That 
eventually gave me the 
idea for Five Guys—along 
with this little hamburger 
place in northern Michi 
gan where | grew up 
What fascinated me was 
almost everyone ate the 
owner's burgers—even 
though he had a cat he'd 
pet while flipping them. 
People called them fur burgers but still ate them, 
because they were good! So when my eldest sons 
were not interested in going to college, | suggested 
they open a burger joint, This was 1986. We opened 
in Arlington, Virginia—! was a financial planner at 
the time—and focused on making the best burger 
possible. We read French cookbooks and figured 
out how to make the perfect French fry, Word 
started to spread, and then the local paper did a 
story on us, We knew we made it. To this day, we 
use the best ingredients, so we raise prices to re- 
flect food costs, | once suggested using one to- 
mato slice instead of two, That was the devil 
talking. My sons staged a revolt. We kept using 
twoslices and raised the price, If we started slip- 
ping then, we would not be here now. We finally 
decided to franchise in 2003, but only if folks 
agreed to our quality control. The people we choose 
understand our story. It has to be about the quality 
of the food, or it won't work. It's a simple story: 
Sell good burgers, and people will pay for them. 
Now all five sons work at the company, and we 
have 1,000 locations nationwide. —asToLD TOLW, 
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The New Sprinter 


Safety should never be a luxury. 





Starting At: Ever since we invented the van, Mercedes-Benz has been the leader in safety innovations 
* for commercial vehicles. The New Sprinter is no exception. With advanced standard systems 
$3 6) W) ? () such as the Load Adaptive Electronic Stability Program (ESP)®" and optional safety packages 
5) with sophisticated features like Lane Keeping Assist’, Blind Spot Assist® and COLLISION 


PREVENTION ASSIST‘ the 2014 Sprinter is again the most advanced vehicle in its segment 
because your safety is worth it. To learn more visit www.mbsprinterusa.com 


2500 Cargo Van 144", Low Roof, 4-Cylinder 





© 2014 Mercedes-Benz USA, LLC 
“Excludes all options, taxes, title, registration, transportation charge and dealer prep fee. 
1 No system, regardless of how advanced, can overcome the laws of physics or corect careless ving. 
Pease aways wear your seatbelt Performance a imitedby avaiable traction, which snow, ie and other 
conditions can afect. Aways ive caretl,consatent with condition. Best performance in snow i 
‘obtained with winter tires. 2 Lane Keeping Assist may be insufficient to slert a fatigued or distracted driver Mi Ke fels) s-B (s1aVA 
‘of lane drift and cannot be relied on to avoid an accident or serious injury. 3 Blind Spot Assist may not 
be sufficient to avoid al accidents involving vehicles in your bind spat and does nt estimate the peed 
‘of approaching vehicles. it shoud not be uted asa soe substitute for driver awareness and checking of 
ie conditions, 4 COLLISION PREVENTION ASSIST may not be suficlent to avoid an accident Vans. Born to run. 
ry objects, nor ecogrie or preset te curvature ond/ot ane layout of he 
head. tis the drivr’sresponsbilty ata times tobe attentive to trafic 
steering, braking and other diving inputs necessary to retain control 
ofthe vehicle, Drivers are cautioned not to walt forthe system's alerts before braking s that may not afford 
‘uffclnt time and gatanceto brake safely. Options shown. Not ll options are avaiable in the U.S. 





garage, because the diaper 
companies wouldn't sell to them 
directly,” Scott says. “As new 
dads, they saw the need to get 
something quickly, overnight. 

It was also kind of unexpected 
that it was men founding the 
company, They were very relat- 
able, and the story brought the 
brand to life for a lot of people.” 

What if your business is more 
complicated than shipping 
diapers? In those cases, Scott 
focuses on the problem the 
company solves rather than the 
person who created the solution. 
But whatever your pitch, the 
challenge is to find a way to 
connect with people on a per- 
sonal level. “The key is to be 
genuine,” Scott says. “If you’re 
not the guy in the garage, don’t 
try to fake it.” 

Meanwhile, it’s important 
to remember your audience. 
You don’t necessarily want to 
tell the same story to everyone. 
Media people, for example, 
generally look for stories 
about people. But a potential 
corporate partner, for example, 
might be turned off if it sounds 
as if any one person is too im- 
portant. “You want to convince 
them of the institutional 
strength of the company,” 
says Jurvetson. “That could 
be a very different pitch, em- 
phasizing an unusual skill set 
in the company or a 
unique technology.” 


ONE ARENA where storytelling 
matters more than anything is 
crowdfunding, in which the 
roles of consumer and investor 
are merged. On a crowdfunding 
site, your story has to do a lot of 
work—and quickly. “There are 
two elements to a successful 
Kickstarter campaign: the prod- 
uct and the story,” says Slava 
Menn, co-founder of Fortified 
Bike Alliance, a manufacturer 
of heavy-duty, theft-resistant 
bicycle lights that successfully 
crowdfunded its way into exis- 
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Cin HOSENstein 
sad Justin Moshourtz 


“It felt similar to the moment before | decided 
to drop out of Harvard to start Facebook.” 


ASANA, Polo Alto, California. Makes collaboration software 


REINVENTING TEAMWORK? Moskovitz (left) and Rosenstein 


JUSTIN ROSENSTEIN: | Was a product manager at Google in 

2005 and spending 90 percent of my time in meetings and on 
email. | was extremely frustrated, So | started asking around 

“Is there a better way to do teamwork?" 

DUSTIN MOSKOVITZ: | faced similar problems at Facebook, 

where | was co-founder and head of engineering, All these 
managers reported to me, Between the one-on-ones and email 
threads, | was always three weeks behind. 

ROSENSTEIN: When Dustin hired me, in 2007, we commiserated 
over this problem. | showed him the basic internal system I'd 
worked on at Google, which we then fine-tuned at Facebook, 
Dustin got so excited about it, he started working on it full time 
Moskovitz: | knew we were onto something when our system 
started being used by everyone in the company. | could see 
people get excited about it by walking around the office, It felt 
similar to the moment before | decided to drop out of Harvard to 
start Facebook—I noticed that four out of five people on campus 
were on Facebook. {twas the same here, Every desk | walked 

by, | would see our too! up on screens 
ROSENSTEIN: Work around work is a generic problem, whether you 
are a tiny startup or a Fortune SOO company. It comes down to 
groups of people aligning their energy to arrive at some shared goal 
But the actual mechanics of teamwork are painful and difficult. 
Moskovitz: We left Facebook and launched Asana in 2011, It en- 
ables teamwork by combining tasks and conversations together, 
instead of spreading them out over email or on social networks. 
{t's the place for your team to find what to do next, who's 
responsible for it, and all the details they need, —As TOLD TOLW. 


QO ‘SCAN THE PAGE TO LISTEN TO JUSTIN ROSENSTEIN DESCRIBE HOW EASIER METHODS OF 








COMMUNICATION COULD HELP SOLVE SOME OF THE WORLD'S PROBLEMS. (See pave 14 for details) 








PLANNING 


MAKES PERFECT 


When you're planning your next successful business meeting, there's one place that has everything — 
Las Vegas. Maximize your time in Las Vegas and you'll discover why when you need to get business 
deals done, Vegas Means Business. Here are a few tips to help you prepare: 


EXPERIENCE EVERYTHING 

LAS VEGAS HAS TO OFFER 

Once meetings are done, no place has more 
entertainment options, in addition to fantastic 
restaurants, shopping, spas, championship golf 
courses and more. 


TRADE SHOWS YIELD MORE QUALITY LEADS 
Crazy Mountain Brewing Co. co-owner Marisa 
Selvy cites a key benefit of attending Las Vegas 
conventions: “The quality of leads we get from 
Las Vegas industry shows is integral to our long- 
term growth strategy.” 


GET AROUND TOWN EASILY 

The close proximity of Las Vegas hotels to 
the airport and convention center makes 
transportation easy. When you need to get 
around, you can choose between bus, taxi, 
shuttle — and even monorail. 


LET THE LAS VEGAS CONVENTION AND 
VISITORS AUTHORITY EXPERTS HELP 
Mark Pursell, a senior VP at NAHB, explains: 
"They help us market to both a national and 
international audience. ... They're a very 
important resource for us." 


Vegas means business. 


With world-class meeting 
facilities, an extensive range 
of hotel rooms, and a city 
unrivaled in event and 
convention experience, here, 


business as usual is better than 


usual. In fact, attendance 
increases an average of 13 
percent when shows rotate 
into Las Vegas. Find out all 
the reasons why so many 
FORTUNE 500® companies 
choose Las Vegas. 





tence. “For it to be something 
that people walk away from 
and remember, it needs to be 
personal and have emotion 
built into it.” 

Menn admits it was a tough 
case to make: There is nothing 
particularly emotional about 
bike lights. “It’s one of the more 
boring products on a bike,” 
Menn says, He and his team 
struggled to come up with their 
company’s story. And then 
inspiration hit: “Our friend had 
his bike light stolen; then he 
got hit by a car coming home,” 
Menn says. “It was emotional 
and true and so simple that a 
person could retell it the same 
way after hearing it once.” 

And it worked, Fortified’s 
first product presold $84,000 
on Kickstarter and is carried 
in 160 bike shops worldwide. 
Its second line presold more 
than twice that and is currently 
being manufactured. 





be ~ 
“My biggest mistake? 
| kept tweaking my story.” 


KLOUT, San Francisco. Measures influence of social-media users 


Ee 


came uPwita the idea for Klout while my jaw was 
wired shut from surgery in 2007. | was stuck in my 
iny Manhattan apartment, recovering, and spent 
a lot of time on Twitter and Facebook—the only way 
could communicate. | realized the world was about 
to change—that everyone was creating content—and 
thought. Why can’t | measure everyone's influence, 
using social media as data? | built the prototype for 
lout and launched on Christmas Eve 2008. Two 
weeks later, Tech Meetup invited me to present in 
New York. | stood in front of all these importa 
ple and said, “I invented an algorithm to determine 
how important you are.” My idea was to use data 
rom social networks to gauge individual Klou 
ranging from 1 to 100. The higher the score, the more 
influence you have. | pitched that idea 150 times during 
the 18-month postlaunch period and was told no by at 
least 130 investors. My biggest mistake? | kept tweaking 
my story. If someone said, “This would be really cool for 
advertising,” I'd 
JAWBONING "| realized the world was about tochange” —_rafine my pitch to 
focus on that. The 
next person would 
say, "I like the idea, 
but advertising | 
dead! It should be 
more analytics fo- 
cused,” | kept spin- 
ning in circles unti 
| finally decided to 
pitch the company 
| originally wanted 
to build. My refined 
story was, and stil 
is, that | want to 
help every person 
in the world under- 
stand his influence 
and be recognized 
for it. My clarity 
and confidence 
in the idea was 
what made my core 
investors sign on. 
— ASTOLOTOLW. 

















FOUNDING STORIES CAN matter 
as much inside a company as 
outside. “They create and 
maintain a common culture 
and heritage, a sense of purpose 
and past,” says Smith, the ex- 
ecutive coach. “Retelling the 
story to each generation is 
important to maintain that.” 
It’s not enough to have the 
founding story on the company 
website (although that’s a good 
idea). You need to tell it again 
and again. 

Weiss, of Andreessen 
Horowitz, advises startups in 
his firm’s portfolio to stage 
quarterly new-employee 
orientation sessions, at which 
the founder stands up and 
talks about how the company 
was founded and details the 
company’s values. “Everyone, 
including the guard at the 
door, needs to know the story 
and purpose of the company,” 
Weiss says. “Every employee 


is an ambassador.” 
2 ‘SCAN THE PAGE TO WATCH JOE FERNANDEZ DISCUSS HOW JAW SURGERY 
Even when a business out- Q LED TO HIS ENTREPRENEURIAL EPIPHANY. (See nage 14 for details.) PHOTOGRAPH BY GABRIELA HASBUN 
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lives its founder, his or her story 
should remain woven into the com- 
pany’s culture. At the Milwaukee- 
based insurance giant Northwestern 
Mutual Life Insurance, for instance, 
employees still learn about a train 
accident that occurred near Johnson 
Creek, Wisconsin, in 1859, shortly 
after the company was founded. 
Fourteen people were killed, 
including two Northwestern Mutual 
policyholders, whose claims totaled 
$3,500, The young company had 
only $2,000 on hand, but its leaders 
took out loans to pay 























get someone interested, you can 
direct them to your website or post 
a 10- or 15-minute video on You- 
Tube.” Those longer videos, Smith 
points out, have dramatically “ex- 
panded the duration of stories and 
opportunities to engage beyond 





traditional advertising. 
also need to be 





Entrepreneur: 
extrasensitive to the power of con- 
sumers to rewrite their stories, for 
better or worse. Consumers are 
watchdogs—so if your company 
touts itself as a social do-gooder, y 
had better make sure 

















the claims in full “i For you are actually do- 
immediately ing some good. 
emplayedsy employees, transparency in 
smith, “the storylets the Storylets business hasbeen a 
them know how to them know real game changer,” 
make decisions. And says Fred Haberman, 
ahi talking mith 6 ne to make moibiades ofttaher 
; : ecisions. 


potential policyholder, 
it becomes a really 
great sales tool.” 





And when 
talking to 





man, a Minneapoli 
marketing firm. “It’s 
great for people who 





a Aa poten ial jeer aes “i 
entrepreneur Jerry the world, but it also 
Greenfield, who is no customers, forces organizations 
longer involved in ItbecoMES ore very deliberate 
running his namesake areall about how different 
ice cream company, great sales aspects of their stoi 

the founding story tool ” are going to manife 

. 





s something that 








ne ly evolves 


over time. “A big part of the story 





of Ben & Jerry’s is not just that it 
started in a gas station from humble 
beginnings, but that it made a con- 





scious decision to be a different kind 
of company that tries to integrate 
social and environmental concerns 
in the day-to-day business,” Green- 
field says. “The story about the 
founders, Ben and Jerry, makes it 
human. But the key for the future of 
the company i: sion of what the 
organization stands for. The found- 
ers—charming as we were—we'll be 
gone at some point.” 

Inevitably, social media also play 
a big part in making yourself heard. 
Twitter and Facebook may be 
shrinking attention spans, but they 
also have an amazing capacity to 
amplify your voice. “It’s harder to 
tell a story in 140 characters on 
Twitter Smith. “But if you can 



































themselves.” Adds 
Smith: “Brand 
equity is owned by consumers, 
not marketers.’ 
Be mindful if the det: 
story start to slip as it makes its way 





Is of your 





across the Internet. But if consum- 
ers and media start telling a story 

that works even better than the one 
you came up with, Smith say: 





you 
may not want to fight it. Spending 
inordinate amounts of effort to 
maintain the integrity of minute 
details of a story is often unwar- 
ranted. My acid test is, If someone 
there when the origin story hap- 
pened heard you tell it now, would 
they be offended? If not, don’t 
change the stor 
And with that, it’s time to get 
started: What’s your story? @ 





ADAM BLUESTEIN, @ Burlington, 
Vermont-based freelance writer, 
is a frequent contributor to Inc. 
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Go Beyond Visionary. 
BeaLeader 

Having a grand vision isn't 
enough to build your business. 
You have to take the reins 

and actually run your startup 


OU'VE IDENTIFIED A great opportunity. Crafted a plan. 
Inspired talented people to join you and persuaded 
investors to put money into your fantasy. You are 
officially a visionary. Well done. 

Now comes the hard part. Being a visionary is 
table stakes in building a great company. Vision is the 
license to play the startup game and the base ingredient 
for being a leader. The challenge that you face now 
isn’t easy—you have to lead. Leading is different. 
We've all met visionary thinkers who are terrible 
leaders, Just because you can paint an exciting 

picture of the future your company can create doesn’t mean that 
you're able to lead the company to that vision. So how does a founder 
make the transition from visionary to leader? 


Eric Paley is an entrepreneur 
anda managing partnet 

of Founder Collective, a 
seed-stage venture capital 
fur, He is based in 
Cambridge, Massachusetts. 


1. Build trust with talented people 

Everyone says he or she wants to hire talented 
people, but founders are often intimidated by 
great talent. They want people who follow their 
vision, but true talent will challenge that vision. 
Perhaps you are concerned that people who have 
more experience and success may actually un- 
dermine your role as a leader. 

‘The exact opposite is true. Fear of being 
undermined by talented people is the sure 
path to failure. It will either cause you to hire 
less-talented people or cause talented people 
to question your judgment. To transition from 
visionary to leader, you need to demonstrate 
your ability to attract experienced people 
who can bring key expertise to the company. 
If you can get them on board and excited by 
your leadership, you're well on your way. 





2. Determine what's important 
There are an infinite number of things to do at 
a startup. One of the hardest challenges is figur- 
ing out what’s most important and focusing 
your scarce resources on that topic, It can be a 
difficult struggle to transform your grand vision 
into steps that your team can act on. Nothing 
frustrates talented people more than working 
for a founder who fails to offer clear priorities 
and appears to shift the game plan haphazardly. 
Being a leader means focusing your team on 
the key priorities. You need to build consensus 
on these priorities, set goals, evaluate perfor- 
mance against those goals, and change course 
when necessary. Great leaders build credibility 
with their team by making a plan, executing it 
effectively, and demonstrating that it was the 
right plan. 


3, Be transparent (up to a point) 

Your team deserves the truth, and being trans- 
parent will build trust in you as a leader, Unfor- 
tunately, being a visionary means constantly 
being frustrated at the speed with which your 
vision becomes reality. This is part of the reason 
that being a founder is such an emotional roller 
coaster. Visionaries who show this frustration 
typically burn out their teams over time. While 
you are experiencing insane highs and lows, your 
team members cannot be whiplashed by that 
same level of volatility. They’re committed, but 
not nearly as committed as you, which is why 
they might run for the hills if you expose them 
to your every emotion. 

Instead, dampen the volatility they are 
feeling while being honest and transparent. 
Not everyone needs to know every little detail 
of your recent rejection or of the company’s 
financial challenges. Don’t hide the truth, but 
don’t torture your team with details that are 
out of its control. 


VISION IS THE REASON your company was born, but 
leadership will be the reason it thrives. Work at 
becoming a better leader. 
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“We are bonsai global 
players. We do it with 
the same muality asthe 
big companies, but ata 
very reduced scale.” 
—PHILIPP KLAIS, owner of Klais 
Orgelbau, one of the thriving 
companies of Germany's 
Mittelstand 


@ 

FACTORY FLOOR 

Onthe job atlgus, which 
sells $500 milfion worth 
of polymer bearings and 
industrial chains a year 





Tip Sheet 


The Lost Art 
of Tough Love 


MARK STEVENS does not want 
to be loved. His eyes glaze 
the word 
empowerment. He’s still 
trying to figure out what 
work-life balance means. He 


over when he hea 











is not a motivator in chief. 


Or a chief happiness officer, 





Stevens, the founder of 
the Rye Brook, New York: 
based branding firm MSCO, 
is the bos 





. Plain and simple. 
Remember the boss? He 
he seem ying 
breed, Rather than touting 
the structure and discipline 
founders 
seem more inter- 











or sto bead 





of their companie: 
th 
ested in flaunting their quirks 
and perks, 





e da 











But there still are C 
like Stevens, who fi 






whine 





frontatio} 





; impos: 
unyielding standards; and 

manages with the under- 

standing that his word is law. 
“You 
world,” he says. “You'll never 
make it’ 
ed the 46-employee com- 





soft in a tough 





Stevens, 56, found- 


BADASS-BOSS 
HALL OF FAME 


A gallery of uncompromising, 


and wildly successful, 
leaders 


pany in 1995 and serves 
customers such as AIG and 
Wolfgang Puck. 

In fact, research shows 
that tough love can be an 
effective form of leadership— 








provided one strikes the 
proper balance between 
tough and love, One 2011 
study out of Cornell Univ 











sity, the Uni ity of Notre 
Dame, and the University of 
Western Ontario found that 





disagreeable leaders had 





higher salaries and were 





considered more formidable 
managers than agreeable 
ones were. 

The challenge is to set 
high demands while still 
being supportive. “When you 
build ar 
then the majority of people 
are OK with tough love,” s 
Christine Porath, a prof 








jationship on tr 

















at Georgetown University’s 
McDonough School of Busi- 
“They'll rise to the 

i ome thrive on it.” 





ne: 
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"s been the experi- 
ence of Frank Poore. The 
founder of CommerceHub, 
d fulfillment 
ystem for retailers, 


acloud-b: 











dr. 





of employees’ presen- 
se if they 
That might 
be discouraging to some 
“but I 


want people to come in with 


tations—just to 
will pus 





back. 





people,” 





Poore say 


their ideas fully baked and be 
able to defend themselves.” 
At the same time, however, 





s careful never to 





ns personal, 
‘on he learned from an 
‘geant 

he met in the Army. “If you 








overly cruel drill 





attack people personally 





¥) Embraces 
creative conflict 
but intimidates 
employees 
into pulling 
all-nighters 


Gave employees 
a higher 
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SCOTT RUDIN: 
THE HOTHEAD 











opposed to attacking their 
ideas, you’ve poisoned the 
well,” he sa’ 








In fact, studies have 
shown that being belittled 
actually does have a negative 
effect on cognitive function, 





says Porath. “You never want 
to use fear as 





perform better, they can't.” 
Indeed, managers who 
exert too much toughness 
and not enough love might 
dis 





cover some unintended 
That’s what 





consequence! 
Judah Schiff saw in the early 
days of JMAC Supply, the 
security-systems company 
he launched in 2009. Schiff 
is only 24, but he runs his 









company like someone three 
times older. He insists that 
employees clock in and out, 
even for lunch. He fires so- 
and 
ches switching 


called clock watche 








people he ca 
screens on their computer 
when he walks by. 

In 2012, that r 
such intense churn that 24 


ulted in 





people were fired or quit, 
ona team of just 14. Schiff 
hasn’t changed, though he 
spends more time in the 
interview phase making sure 


potential hi n handle 






the pressure. The company 
still loses about 12 employ- 
ees a year, but to Schiff, 

it’s worth it if it means gain- 
ing two valuable staff mem- 
bers. —ISSTE LAPOWSKY 








MARTHA 
STEWART: 
THE CONTROL 
FREAK 








HOW TOUGH IS 
TOO TOUGH? 


There's a fine line between 
being tough and beinga 
jerk. Cross it at your peril. 





Don't Be Big Brother 
niversity of Chicago 
researchers found that 
when people are beine 


red (or monitoring 








themselves) too closely, 
the derperform 
th they chok 
Rudeness Hurts 
nastudy by the University 
»f Florida and the University 
if California 
people who were exposed 
to uncivil behavior were 
ercent le creative and 
four times less helpful than 
those who were not 


How to Kill Productivity 


na Georgetown University 
poll of 80! lanagers and 
employees, 80 percent 

they had lost work 
time worrying about a rude 





dent at the off 


GEORGE 
STEINBRENNER: 
THE 
COMPETITOR 





important 
in life, 
after breathing 
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At the core of Europe's 
strongest economy stands 
a tier of impeccably run 
small manufacturers that 
measure growth notin 
tin centuries. 
Here's how they doit, in 
five very German lessons 


UCHA 
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-) FOREVER 


ISCOUNT CHAINS? Conye- 
nience stores? Churches? 
“No,” Max Krawinkel 





him on the seduc- 
tiveness of a potential new 


market for his company’s 





Krawinkel is the seventh- 
generation owner of PWM, 
a120-employee company 
born 208 years ago in the 
hilly municipality of 

Bergneustadt, Germany. 
Originally a textile producer 
specializing in undergarments 

and children’s sailor suits, PWM today is 
the world market leader in electronic gas- 
station price signs, with most of the major 
oil companies among its clients, Krawinkel’s 
father introduced electronic price signs in 
the early 1980s; Krawinkel himself invented 
so-called profit boards, the electronic signs 
gas stations use to Jure customers into their 


mini-marts for high-margin hot dogs and 
breakfast burritos. Virtually any business 
or organization wanting to post short 
messages for passersby can use some 
version of PWM’s homegrown product. 
But they can’t buy it from PWM. 

We are sitting in Krawinkel’s office, 
and Krawinkel, a trim, soft-spoken man 
in owlish glasses, is explaining why he 
isn’t all over the kinds of easy adjacent 
markets that a U.S. entrepreneur would 
fall on like a starving sailor at a fish fry. 
“I know I could use my technology for a 
lot of other applications,” says Krawin- 
kel, tenting his fingers. “People always 
ask, ‘Why don’t you go there?’ But I 


ers, design their own machines and 
processes, and hoard institutional 
knowledge by hiring people when 
they're wet behind the ears and keeping 
them until they’re graying at the tem- 
ples. (The Mittelstand partners with 
Germany’s vocational colleges to train 
apprentices, many of whom remain with 
their first employers for life.) 

As the United States pursues a manu- 
facturing renaissance meant to restore 
middle-class jobs, it is counting heavily 
on advanced technologies. The subject 
of how manufacturing companies 
should be led and managed receives far 
less attention. Conventional business 


“If we could decide between 5 percent 
growth and 100 percent security, we 
would choose security.” 





don’t want to lose my focus. 

Krawinkel is the stick-to-your-knit- 
ting-est business owner I have ever met. 
He is an archetype of the Mittelstand: 
the family-owned, small to midsize 
manufacturing companies that analysts 
credit with Germany’s prosperity and 
resilience. Mittelstand companie: 
count for 52 percent of the country’ 
economic output and almost two-thirds 
of its jobs, according to the Federal 
Ministry of Economies and ‘Technology. 
Germany is the world’s fifth-most-pro- 
lific generator of patents and is poised to 
overtake the United States as the 
second-largest exporter—largely thanks 
to the strength of the Mittelstand (and 
the weakness of the euro). 

The size of Mittelstand companies is 
disputed (up to $250 million in revenue? 
$500 million? $1 billion or more?), but 
their characteristics are well defined. 
Hermann Simon, a German management 
expert who has studied this cohort for 
decades, decodes its principles exhaus- 
tively in his 2009 book, Hidden Champi- 
ons of the 21st Century: Success Strategies 
of Unknown World Market Leaders. 
Simon found that Mittelstand companies 
innovate constantly in narrow markets, 
grow through aggressive pursuit of inter- 
national sales, work closely with custom- 











wisdom—fail fast and often; disrupt or 
be disrupted; when in doubt, pivot— 








suits the service sector that dominates 
GDP, as well as the thriving high-tech 
industry. But things get trickier for 
companies burdened with high capital 
costs and substantial fixed assets. Yes, 
manufacturers must be nimble. But they 
also require skilled local work forces, 
assurances of unimpeachable quality, 
and a measure of stability. This is where 
the Mittelstand excels. 

As I drive around Germany’s 
North Rhine-Westphalia region visit- 
ing these “champions,” I imagine 
American entrepreneurs snorting at 
these companies’ conservative growth 
targets and no-thank-you response 
to some opportunities. “If we could 
decide between 5 percent growth 
between 2013 and 2014 and 100 percent 
security that 2014 would be exactly 
like this year, we would choose the 
security option,” says Ulf Péppel, third- 
generation managing director of BSW, 
a 400-employee company that uses 
recycled rubber to make products 
synthetic surfaces for running tracks, 
tennis courts, and playgrounds. “Ger- 
mans do more to make sure in three to 
five years they are in the position they 
are in now,” says Péppel. “Americans 











ke 





would choose the growth option.” 

The Austrian business sage Joseph 
Schumpeter warned that creative 
destruction takes down old industries. 
And the Mittelstand does get criticized 
for being staid. But another Austrian, 
the equally sage Peter Drucker, took a 
different perspective. “A factory that 
is ‘dramatic, a factory in which the 
epic of industry is unfolded before the 
visitor’s eyes, is poorly managed,” 
wrote Drucker. “A well-managed fac- 
tory is boring” 

You may not share the Mittelstand’s 
conservative philosophy. But when it 
comes to operations, there is much you 
can learn from it. 


LESSL 
NARROW YOUR HORIZONS 


THE TERM HIDDEN CHAMPIONS—coined in 
the 1980s by Simon, the German man- 
agement expert—reflects the Mittel- 
stand’s preference for keeping low 
profiles outside its industries. This is 
both a cultural decision and a strategic 
one. Most Mittelstand companies lurk 
far back in the supply chain, making 
parts and machinery that disappear into 
someone else’s product. Laboring large- 
ly unnoticed inside narrow niches, they 
develop unsurpas: 
able only to seismic disruptions. 
“Underlying this is a fundamental 





ble expertise vulner- 





understanding of markets, 's Simon. 
“If you stick to a market that is unlikely 
to disappear, focusing and optimizing 








and perfecting over decades, you bi 
come the best at this market. Then it is 
unlikely that anyone will beat you.” 
Mittelstand companies are antimag- 
pies: untempted by shiny objects. Like 
PWM with its all-gas-stations-all-the- 
time creed, they choose depth over 











breadth, avoiding distraction and mini- 
mizing competition. But focused doesn’t 
mean resistant to change. Increasingly, 
the Mittelstand practices what Simon 








calls “soft diversification”: 





lowly adding 
business units just one or two skips from 
their original markets and technologie: 








Christopher Mennekes greets me in 
the lobby of his namesake company with 
‘We don’t have to 
finish it,” he tells me as we clink g 
I’m glad to hear it. We’re about to em- 
bark on a factory tour, and I like to stay 
sharp around heavy machinery. 
Mennekes, with revenue of roughly 
$160 million, employs more than 900 
people, the majority here in Kirchhun- 
dem, a pretty, pastoral town of 2,200. 
“You come at an exciting time,” says 





a flute of champagne. 








Mennekes, who at 34 is the third-gen- 
eration CEO. Early this year, the Euro- 
pean Commi: chos' 
company’s charging-apparatus design 
as the standard for electric vehicles 


on in Brussels the 








SIZING UP THE MITTELSTAND 


Mittelstand de all 
jat unde 


5|Z8 e out 


and mids 





MITTELSTAND COMPANIES ARE RESPONSIBLE FOR 


~ Gee 39: 


OF GERMANY'S OF TOTAL 
ECONOMIC OUTPUT REVENUE 








OF EXPORTS 





OF JOBS 


OF 


across the continent. Of course, other 
manufacturers are free to adopt the 
standard, but Mennekes is already 
ahead in development. 

Mennekes is so confident of the 
embryonic market’s potential that he 
recently launched two more business 
units: one to build charging p« and 
one to build components related to the 
y. They are 
the company’s first new units 
years, during which time it made almost 
exclusively plugs and sockets, plugs and 
sockets, plugs and sockets. 

“Sometimes it is good if you stick to 
your core competence, and then one day, 
ou have the patience, there is a topic 
” says 





electric automotive industry 














where you can suddenly jump or 
Mennekes. That word, patience, rarely 
comes up when you talk to American 

business owne: 





Granted, waiting 80 
years before testing new waters may 
ceptabl ive to CEOs 
wired for action. But at a time when 
strikes 





sound una 








technological change merciless! 
down first movers, patience i 
pealingly mitigation strategy. 
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GO GLOBAL FAST. 
GO GLOBAL HARD. 


INTERNATIONAL TRADE IS ingrained in the 
history of Germany, which until the 
early 20th century was a collection of 
nation-st 





re: 





As Simon points out, “If 


you were located in Bavaria and did 








business with Stuttgart, this was inter- 





national busines 
Simon says Mittelstand compa 
prefer selling direct instead of forming 
joint ventures. That lets them set the 
terms for how their products will be sold 
and used. It is not unusual for one of 
these companies to field 50 or more 


ies 








subsidiaries. Small to midsize manufac- 
turers account for 70 percent of Ger- 


THE MITTELSTAND COMPANIES ARE 


We ble B32 * 


APPRENTICESHIPS 


54% introduced 
products or 
processes to 
market from 
2008 to 2010 


many’s exports—more than in countries 
where large corporations dominate. 
Philipp Klais captures the Mittelstand’s 
internationalism in an elegant metaphor: 
“We are bonsai global players,” he says. 
“We do it with the same quality as the big 
companies, but at a very reduced scale.” 
se he has 
delayed for one day a trip to Spain, for 
the inauguration of one of his company’s 
pipe organs at the cathedral of Leén. 
The sedate brick fagade of Klais Orgel- 
bau fronts on a shady street, just down 
the road from Beethoven’s birthplace. 
Klais’s great-grandfather started the 
company more than 130 years ago, The 
workshop has modernized some (elec- 
tricity, AutoCad), but many proc: 
have changed little, and the family still 


Klais is here in Bonn becai 











occupies a house in the compound. “The 
employees and my family are using the 
same garbage container,” says Klais. “If 
my team finds two bottles of wine in the 









morning they know, don’t talk to me.” 
In summer and autumn, just half of 
Klais’s 65 workers are on hand to notice 
those wine bottles. The 
three-month sojourns installing organs 
in Iceland or Venezuela or T . (Very 
large organs may take twi long to 
install. One at the Beijing Theater is 40 
feet tall and weighs 45 tons.) The com- 
pany has been global since 1954, when it 
trained employees of Yamaha in organ 
building. Klais estimates 35 percent to 
45 percent of hi: 
30 percent elsewhere in Europ 








are on 














les are in Germany; 








and the 
rest around the world. 

Igus, on the outskirts of Cologne, is 
another global player, but there’s noth- 
ing bonsai about it. Founded in a garage 
in 1964, the company employs more 
than 2,000 people, and its modular 








factory has been expanded seven times. 
‘Towering yellow pylons sprout from the 
roof at the juncture 
of each module, 
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54% of invest- increase during 
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own equity 


No Workaholics Allowed 


Why one company punishes (yes, punishes) staff members for not taking breaks 


Ryan sanoers ard Ben Peterson 
co-founders of Provo, Utah- 
based HR software maker Bam- 
booHR, take the idea of work-life 
balance seriously, So seriously 
that they have a strict “antiwork- 
aholic” policy. The 53 employees 
leave at 5 and are taken to 
task if they put in more than 
40 hours a week, Too much work, 
Sanders says, yields unhealthy, 
burned-out employees—and a 
less successful company. 

We asked Sanders how he and 
Peterson arrived at this policy 
and how they make it stick 


THE CASE 
AGAINST 24/7 
Research shows 
that making your 
staff work mara: 
thon hours does 
more ill than 


good, Here's why, —JENNIFER ALSEVER 

oie © THEY SAW THE COST UP CLOSE 

aS HAAS Peterson and Sanders created the policy 
after observing the suffering of friends and 
colleagues at other startups. Stress put 

67», one co-worker in the hospital; he continued 

0 to answer work emails on his phone, An- 
increased risk other colleague's marriage collapsed after 


of developing 
heart disease for 
workers who put 
in Mthours a day 
vs, eight 


3x 


increased 
likelihood that 
those who work 
§0-plus hours 


he opted to work through the holidays 
without a break. In fact, Sanders’s former 
employer offered workers gift cards and 
bonuses for logging more than 50 hours a 
week, Today, Sanders has three children 
and Peterson has six. Both partners vowed 
to put family before work. "The tradeoff 
isn't worth it.” Sanders says. 


© THEY’VE MADE SURE THE POLICY 

HAS TEETH 

Lots of companies pay lip service to work- 
life balance. BambooHR enforces it. One 


a week will employee, a software developer, nearly lost 

develop an her job for continually working 70 to 80 

alcohol-abuse hours a week. She was sleep deprived and 

problem grew increasingly difficult to deal with. And 
her productivity took a nosedive: In one 

a case, a conversation that should have taken 

Ha Aen 15 minutes stretched to two hours because 


the woman was so exhausted. Peterson 
and Sanders confronted the employee and 
warned that if she did not cut back to 40 
hours, she would be fired. “Working a lot is 
great on the surface, but down below, it 
affects the business,” says Sanders. 


© THEY'VE MADE IT EASY TO WORK SMARTER 
To get the most out of 40 hours a week, 
BambooHR teaches employees time- 
management tricks like limiting meetings 
and email interruptions. Employees use 
GoToMeeting instead of traveling for 


50:, 


of employees are 
less productive as 
aresult of stress 


20 


hours without 





sleep is equal 
toa 04 blood face-to-face client meetings, and they 
alcohol level communicate with clients often to let 
which is the them know when they will be unavailable. 
equivalent of The strategy does not seem to have hurt 
five or six drinks With clients such as Fab and Pinterest, 
(for people 160 BambooHR will triple revenue, to $10 





to 180 pounds) million, this year. 
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% One of the Fé >T GROWING ws : 
440+ FRANCHISES SOLD IN 22 COUNTRIES aide +e kl 
IN THE PAST 4 1/2 YEARS. LEGO" Bricks 


#1 CHILDREN'S ENRICHMENT FRANCHISE, JANUARY 2014 
#2 BEST PERSONAL FRANCHISES, SEPTEMBER 2013 
#5 BEST NEW FRANCHISE, MARCH 2013 





Entrepreneur fj Entrepreneur 
FRANCHISE FRANCHISE 


Bricks 4 Kidz® provides project based programs to fe 


and methods of engineerin 








ng to children, ages 3 to 13%, using 

LEGO® Bricks, through enrichment classes in preschool, public and private 
elementary schools, middle schools, off-campus locations, in-school field trips, 
holiday and summer camps, birthday parties and other programs. 





For franchise information, call (904) 824-3133 or visit bricks4kidz.com/franchise-info 








Are executive 

assistants worth it? 

Meet five whose 

bosses couldn't 
. do their jobs 


» without them 


Interviews by ISSIE LAPOWSKY Pho’ 





GAIL 
ABRAHAMSEN 
assistant to 

q BARBARA 


CORCORAN 


= of Barbara Corcoran Inc. 
. New York City 










































When Barbara Corcoran 
wanted to book an actress 

to play a mermaid at her 
book-launch party, she knew 
just whom to call: Gail 
Abrahamsen. Her assistant, 
for eight years now, has 
mastered the art of managing 
the real estate mogul’s wacky 
life. A typical day? 
Abrahamsen fields some 

300 emails a day and 
answers every one within 

24 hours. She also arranges 
Corcoran’s endless media 
appearances, from Shark Tank 
(Corcoran is a shark) to the 
Today show. And if Corcoran 
just happens to leave her 
Chanel suit at JFK airport, 
Abrahamsen is on it. “There's 
never a dull moment with 
Barbara,” she says. Of course, 
Abrahamsen knows all about 
chaos. A former business 
owner herself, she ran a 
children's store franchise 
called The Elephant's Trunk 
before working for Corcoran— 
and thus attacks her duties 
with the work ethic of an 
entrepreneur. “Everything 
funnels through Gail,” 

says Corcoran. 


a AT. 


NOVEMBER 15, 2013 _ 
NEW YORK CITY 

Gail Abrahomsen (left) 
and Barbara Corcoran just 
after a Today show 

‘SCAN THE PAGE TO SEEADAY IN THELIFE OF appearance-ond changing 
BARBARA CORCORAN ANDGAILABRAHAMSEN. heels for the journey to 
(See page 4 for details) S their next appointment 























PEG 
FITZPATRICK 


nt to 


GUY KAWASAKI 


Guy Kawasaki, the renowned 
speaker and co-founder of 
Alltop, the news aggregation 
site, hired his assistant Peg 
Fitzpatrick before they ever 
even met. In fact, they didn't 
meet in person until months 
later. Fitzpatrick is a virtual 
assistant, based in Keene 
New Hampshire, one of three 
on Kawasaki's payroll. He has 
one to manage his calendar 
and another inswer his 
emails, and, last year, after 
interacting with Fitzpatrick on 
Twitter, he hired her to man- 
age his social media. “If an 
entrepreneur has the time to 
do everything Peg does for 
me, the entrepreneur cannot 
possibly be running his or her 
company properly,” Kawasaki 
says, On Fitzpatrick's watch, 
Kawasaki's fan base on 
Linkedin went from nonexis 
tent to more than 400,000 
followers. Twitter fans? 
Thanks to Fitzpatrick, he has 
more than one million. “Online, 
he's like Madonna,” says Fitz- 
patrick, “It’s different from a 
regular person tweeting. For 
Guy, social media is 24/7. Now, 
he can forget about stuff, 
because he knows I'll check on 
it. My job is to worry about it 














HELEN CLARKE 


SIR RICHARD 
BRANSON 


of Virgin Group, London 


If Sir Richard Branson boc 
vn travel plans, he 
probably run out of time 
tually tr 


majority 


ning. She 


at the 
anson’s private 
ribbean. Her 
second bigg 


ing the b 


y 
formed and can be a human 
hard drive for Branson. “Helen 
is always one step ahead of 
me in terms of what | am 
likely to forget,” he says. She's 
also a vital sounding board for 
3ranson. "He's very good at 
pinions on things, 





. & 
BRANDI CHEEK ossistont to DREW HOUSTON of oropt0x. San Francisco 


Drew Houston's Silicon Valley friends used to call him crazy for waiting so long to hire an assistant. “I never 
imagined all the ways it could be helpful until after the fact,” he says. He finally caved three years ago and 
hired Brandi Cheek, a former legal assistant. Now, she is still teaching Houston how to use an assistant in 


the first place. “His default is to book his own flights,” she says. “I have to remind him | can do that for him.’ 


Her most important job, though, is keeping Houston in touch with his staff. Aside from routine duties, like 
handling Houston's calendar for meetings, Cheek gives him candid feedback on the mood of the company 
and schedules weekly powwows for him and 10 employees. “He always gets my opinion on messages he 
relays to the whole company,” says Cheek. “He can get so busy; | try to keep him connected to Dropbox.” 
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NOVEMBER 21, 2013 
SAN FRANCISCO 
Brandi Cheek (right) and 
Drew Houston at their 
usual side-by-side 
workstations at the 

Jropbox er 











adqi 








—— 








YOU TOOK A BIG RISK STARTING A COMPANY. 


Choosing a laptop case shouldn't be one of them. 


Brenthaven. Designed and crafted in Seattle. 100% Lifetime Guarantee. 


brenthaven.com Brenthaver’ 


Dare 


si; FOODS MARKET 











EVENING GALVIN ossistan f Whi s, Austin A 
She's the best assistant I've worked with in my 35 years of Whole Foods,” says John Mackey of Evening Galvin = « ie 


Mackey has known Galvin since she was a baby—her parents were also in the natural-food business. A few 
years after Mackey and Galvin went on a group hike on the Appalachian Trail, he hired her as his assistant in 
2006. Says Mackey: “I think one of the most important things she does is quickly prioritize my schedule to 
make sure | am making the best use of my time. She also does an excellent job of shielding me from phone 
calls and meetings which she knows would waste my time.” Galvin spends about 10 percent of her week on 
Mackey’s personal requests and the other 90 percent on Whole Foods business. The two never have face-to- 
face meetings, though; they only email. That way, Galvin says, work doesn’t get in the way of their friendship. @ 











2N2; 


239302 














WI 


LXAN YNOA SI 











Which Way Should I Grow? 
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Dear Norm, 
own a company 


About 80 percen 
hrough our webs! 
0 other retailers, 
ure some specia 
Recently, some o 
us about private 


while reducing ou 
hese companies 


pportunity knocks, 
nes it's better 
nswer 


hat manufactures and sells 


high-performance aftermarket automotive parts. 


of our sales are retail, primarily 

e; most of the rest are wholesale 
but we also design and manufac- 
ized products for larger companies, 
hese companies have approached 
jabeling a few of our products. My 


concern is that if we do it, we may end up competing 
with ourselves and 


hurting and diluting our brand 
r profit re On the other hand, 
have much larger customer bases 





products 





MICHAELIHNS, owner inp 


Norm Brodsky is a 
veteran entrepreneur, 
His co-author is editar- 
at-large Bo Burlingham. 
They also are co-authors 
of Street Smarts: An 
All-Purpose Tool Kit for 
Entrepreneurs. Follow 
them on Twitterat 
@normbrodsky and 
@boburlingham 


and would be able to sell much larger volumes of our 








stion is this; When is it appropriate 


t ry ue 
0 private label your products? 


roved Racing, Orlane 


WHEN You HAVE a fairly new business that is 
growing rapidly, opportunities open up in front 
of you, and you have to decide what to pursue 
and what to ignore. That can pose quite a di- 
lemma, as it has for Michael Ihns and Improved 
Racing. The company has doubled its revenue 
every year since launching in 2008, and it is 
poised to double revenue again in 2014. But 
Michael can’t help being tempted by private- 
label opportunities, which could bring in a 
large volume of new sales. Even though his 
gross margins would shrink, the greater volume 
could provide a substantial boost to Improved 
Racing’s bottom line. 


Q 


Norm Brodsky 


It’s at moments like those that entrepreneurs 
need to ask themselves: “What business am I really 
in? Where do I want to wind up?” 

Tasked Michael to tell me more about his busi- 
ness. He said his products cost, on average, about 
30 percent more than those of his competitors. 
Customers, however, are willing to pay the pre- 
mium because of Improved Racing’s superior qual- 
ity and performance. Nearly all of those customers 
are owners, developers, or manufacturers of high- 
performance automobiles used in various types 
of road and off-road racing, It is, in other words, 
arelatively small market. Michael’s goal is for 
Improved Racing to become a recognized and 
admired brand within that market. 

Given all that, the answer to Michael’s dilemma 
seems obvious to me: He should not do any private 
labeling. In fact, I cautioned him about selling his 
products wholesale to other retailers as well. 

If Michael wants to build his brand, he needs to 
drive traffic to his website, which accounts for 90 
percent of his retail sales. Most of his new custom- 
ers, I suspect, come to his site after they’ve gone 
first to other sites that probably have a larger selec- 
tion of products. If those customers can find Im- 
proved Racing’s products at those destinations for 
the same price—either under a different brand 
or under his own brand—they’ll never get to the 
Improved Racing site. Why would they bother? 

It is important to understand that I would have 
given him a different answer if he had had a differ- 
ent goal for his company—say, to become a major 
manufacturer of aftermarket automotive products. 
As a manufacturer, Michael would want as much 
volume as possible, and doing private-label manu- 
facturing could be a great opportunity. But that’s 
not the business Michael wants to be in. He wants 
to develop a brand that is well known and respect- 
ed. Not only would private-label manufacturing 
distract him from that goal, but it would lead some- 
where he doesn’t want to wind up. 


‘SCAN THE PAGE TO SEE NORM ANSWER ANOTHER QUESTION FROM AN ENTREPRENEUR. (See page 14 for details) 
Da you have a question for Norm? Write to him at AskNarm@inc.com. 








I believe that GoToMeeting with 
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Tips for buying or selling a business Acing equity crowdfunding 
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Capital. Build 
Wealth 


“We had a quarter 
of a million dollars 
inthe bank but 
couldn’t figure out 
where it should go.” 
—MURDER MYSTERY 
COMPANY FOUNDER 
SCOTT CRAMTON, who 
lost control of his 
company’s finances as 
it expanded nationwide 


Looking to Buy or 
Sell a Business? 
Here's a snapshot of 
three hot industries 
on BizBuySell.com. 


Tip Sheet 


Restaurants 


Businesses sold in third quarter 2013: 377 \ 


Arecent restaurant sale in Dallas: 
Annual revenue: $1.3 million 
Asking price: $780,000 

Sale price: $780,000 


© Increase from third quarter 2012: 109% 
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Let’s Make a Deal 


After fizzling out during the recession, the business-for-sale market 
is booming, Here's what buyers and sellers need to KnOW svJennirer atsever 


IN JUNE, Soledad Manaay listed 
her in-home elderly care busi- 
ness, Care on Call, with a broker. 
Within three months, she re- 
ceived 10 offers for the profitable 
Belmont, California, company, 
which had 50 employees and 
$2.5 million in annual sales. She 
sold the seven-year-old business 
in November for $1.3 million, 
just below her asking price of 
$1.5 million. “I was surprised that 
so many people were interested,” 
says Manaay, who plans to launch 
a nutritional supplement busi- 
ness next. “If you can show prof- 
itability, there are a lot of buyers.” 
The economic recovery may 
not be creating jobs, but it has 
sparked a surge in sales of small 
businesses. The number of 
deals tracked by the marketplace 
BizBuySell.com rose to 1,685 
in the third quarter of 2013, a 
42 percent jump from the same 
period a year earlier. That’s the 
third straight quarter in which 
sales have jumped significantly. 
Restaurants, retail operations, 
and service businesses are expe- 
riencing the most growth. “After 
four years of depressed selling 
and buying activity, the markets 
are coming back,” says Curtis 





Kroeker, group general manager 
at BizBuySell.com. 

What's driving the trend: Now 
that sales are improving, many 
baby boomers who hunkered 
down during the recession are 
eager to sell their companies and 
retire. Meanwhile, banks are loos- 
ening up the purse strings: In the 
past two years, 13 of the nation’s 
largest banks increased lending by 
$17 billion, according to the U.S. 
Small Business Administration. 
Last year also marked the third- 
highest year of lending to date by 
the SBA. If you’re thinking about 
getting in on the action, keep the 
following tips in mind. 


TIPS FOR SELLERS 


THINK BACK; PLAN AHEAD 


Don't expect to snag prerecession offers 
unless you have outperformed the market. 


Buyers will value your company on the basis of 
average Sales for the past three to four years. 
your company should have at least one 


Ideal! 
year of sustainable erowth before going on 
the market, says Mike Maak, president of 
NorthEast Business Advisors in Rochester, 
Massachusetts, You could sweeten the deal 
by helping finance the sale and agreeing to 
stay on aS a consultant 








EVALUATE YOUR NEEDS 

Check your needs against your company’s 
valuation. If you're hoping to fund your 
retirement with the proceeds of a busi 
ness sale, keep in mind that the Bush-era 
tax cuts expired in late 2012, resulting ina 
tax increase (to 39,6 percent) on the 
highest earners. That meansyou might 
not take home as much money as you 
would have if you sold your business just 
two years ago, Once again, advance plan- 
ning is key: Calculate how much you will 
need to retire, or satisfy another financial 
need, and compare that with your 
company’s valuation, 


a7 © 











Retail 


Businesses sold in third quarter 2013: 539 
Increase from third quarter 2012: 60°%o 


Arecent liquor-store sale in LaGrange, Georgia: | 
Annual revenue: $3.45 million 
Asking price: $3.3 million 

Sale price: $3.3 million 


Service 


Businesses sold in third quarter 2013: 617 
Increase from third quarter 2012: 15 "Yo 


A recent fitness-center sale in Little Rack 
Annual revenue: $245,000 

Asking price: $290,000 

Sale price: $275,000 
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TALEOFTWO 
TAKEOVERS 
Jonathan Sposato says 
selling two companies 
toGoogle taught him 
to “move fast and 
manage fast" 








FOR BUYERS 


ACTSOON 

There are plenty of good deals available 
for buyers. But as company financials 
continue to improve, the gap between 
asking prices and sale prices is narraw- 
ing. says Kroeker of BizBuySell.com. 
One key metric to consider when 
valuing a business is cash flow, which 
shauld cover any loan payrnents and 
Capital equipment purchases, in addi- 
tion to your desired salary, 


DON'T GET COCKY 

With the economy on the upswing, it 
might be tempting to underestimate 
the amount of cash you will need on 
reserve when buying a business. 
warns Roger Murphy, CEO of Murphy 
Business & Financial, a business 
brokerage in Clearwater, Florida, 
“Most buyers think they're going 

to do better than the sellers in 
growing the business,” he says. 

“But things may change, and you 
may have setbacks, 





WHAT! WISHI HAD KNOWN 
BEFORE SELLING TO GOOGLE 
Jonathan Sposato 

Founder of Phatbits and Picnik 


~ 1 FOUNDED PHATBITS, which made XML desktop 
applications, in 2004. A year later, Google 
offered to acquire the business. We closed the 
deal after quick and collegial negotiations, and 
our group integrated into the Google Gadgets 
division easily. My one regret was agreeing 
to stay on for four years, | wound up leaving 
after a year, | underestimated what it would 
feel like to be a salaryman, no longer in control 
of my own destiny, But overall, the integra- 
tion was a success. 

When | sold Picnik, a photo-sharing 
site, to Google five years later, | assumed 
everything would be about the same, That 
wasn't the case. This time, negotiations 
were complex, lasting almost six months. 
We faced a dizzying amount of changes in 
the first three months after the acquisition, 
being shuttled from one part of the company 
to the next. One-third of our 25-person 
team, including my two business partners, 
quit right off the bat. | stayed for two years 
to offer some sense of continuity, By 2012, 
Google shut down Picnik entirely, | felt like 
| let a bunch of great people down, 
Looking back, | should have insisted that 

Google's crystal ball for Picnik was clearer. 
| sometimes wonder whether | should have 
sold the company at all. Now, as an angel 
investor in six startups, | advise entrepreneurs 
who are thinking about selling to think 
carefully about the return on investment, 
including the effect on team culture, not just 
the bottom line. -AS TOLD TO).A. 





CROWDFUNDING 2.0 


WANT FUNDING FROM THE CROWD? 
GET READY TO BARE YOUR SOUL 


Long-awaited SEC rules clarify how entrepreneurs will one day raise money 
on crowdfunding portals. The process starts with disclosure. Lots of it 


Louis DAY hopes to raise $2 million to fund a nationwide almost two years ago. The law will allow businesses to raise 
expansion of NS Capital, his investment advisory firm. But up to $1 million a year from unaccredited backers (defined as 
Day, who founded the business in Stamford, Connecticut, in people with a net worth of less than $1 million—excluding the 
2008, doesn’t plan to hit up banks, VCs, or angels. He plans value of their homes—or annual income of less than $200,000). 
to launch a crowdfunding campaign. The rules, which the SEC approved unanimously, have been in 
In what must be the longest anticipated development in a 90-day comment period ending this month. The final regula- 
entrepreneurial funding since the invention of paper currency, _ tions could take effect by this summer. 
the Securities and Exchange Commission finally proposed a Day, who has raised $600,000 from friends and family, is 
set of rules that will allow private companies to offer and sell gearing up for his campaign. But equity crowdfunding will be 
securities through online crowdfunding portals. It’s all partof_ —_a lot tougher than soliciting donations on Kickstarter. Here 
the slow rollout of the JOBS Act signed by President Obama are four things to consider before jumping in. -DARREN DAHL 


Illustration by FEDERICA BORDON! 


You Have to Choose 

the Right Platform 
There will be a variety of 
SEC-approved crowdfunding 
portals, and to raise funding 
this way, you'll need to use one 
of them, The assortment of 
offerings isn’t laid out yet. One 
thing's sure: There will be a 
few that emerge as the best 
or most reliable, soit might be 
best to not jump the gun here: 
hold off until you're sure you 
are making the right choice 
Several crowdfunding portals, 
including Seedinvest and 
CircleUp, already help 
companies sell shares to 
accredited investors, The 
sites, which are ramping up to 
support crowdfunding from 
unaccredited investors, use an 
in-depth application process 
and software that vets 
investors to ensure they meet 
SEC requirements. 


You'll Have to Share (a Lot More Than You’re Used To) 

if you're fundraising in the open. you're truly in the open. Equity crowdfunding will 
require you to make plenty of disclosures to the SEC and investors, including financial 
statements that, depending on the amount you offer and sell during a 12-month period 
must be audited or accompanied by a copy of your company’s tax returns. You must 
disclose information about company officers, directors, and anyone who owns 20 
percent or more of yaur business, You must also explain what you plan to do with the 
funds you raise. The good news? Many equity crowdfunding platforms offer tools that 
make it easier to share information with investors, Day is preparing by adding an 
explanatory video and other information about the business to its website. 





You Have to Know the Limits 
Because companies can raise up 

to only $1 million a year through 
crowdfunding, itis more useful to 
amom-and-pop shop looking fora 
rev of its engine than it is for the 
next Palantir or Amazon, Another 
limitation is that investors cannot 
sell their shares for a year~so both 
they, and your company, are locked 

in. Also, keep in mind that you must 
establish a company valuation to 
seta share price. That can be tricky for 
early-stage companies. CircleUp helps 
by providing data on comparable 
businesses. If your company has a 
longer record, consider hashing out a 
valuation with VCs or angels, who 
might be interested in investing later. 


You Have to Deliver 
Think about how you will deliver 
returns to investors, If you plan to 
sell your company within a certain 
time frame, make that clear up 
front. If you have no plans to sell, 
consider establishing a secondary 
market within your company that 
would allow investors to sell shares 
to other shareholders. "Entrepre- 
neurs have a huge responsibility 
when they take on investors; 
says Sherwood Neiss, principal at 
Crowdfund Capital Advisors, a 
consulting firm that helped craft 
the crowdfunding legislation 

‘You have to do what you say you 
are going to do." When dealing with 
a crowd of unsavvy investors, 
that responsibility is even greater. 





E ‘@) Entrepreneurs’ 
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It’s not a job. It’s a journey. 


Entrepreneurs require the network necessary to 
grow their businesses, impact their c i 


Join EO today 
www.eonetwork.org/inc 


By efitrepreneurs 
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Nice growth 
company you 


got there. 








By JILL HAMBURG-COPLAN 
Photograph by RYAN LOWRY 


For an entrepreneur, there is nothing 
worse than a cash-flow squeeze 
Actually, there is one thing: a cash 
squeeze that occurs while you think 
business is booming. Yet it happens 
all the time, one of the many finan- 
cial mysteries business owners need 
0 solve. In the following pages, you'll 
meet three owners who grappled 
with this and other vexing questions 
and came away understanding 

hat you have to watch a few key 
inancial numbers—and understand 
what they really mean—if you want 

0 keep that nice little company of Q 
yours on track, 





SCAN THE PAGE TO SEE IMPROV PERFORMERS FROM MURDER MYSTERY COMPANY 
ACT OUT THE BUSINESS'S FINANCIAL PROBLEMS. (See page 14 for details) 
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GANGBUSTERS 

As Scott Cramton's 
theater troupe, Murder 
Mystery Company, 
expanded nationally, its 
finances became 
increasingly puzzling. 








TAL CHIMES 


Les 


save me or kill me? 


NTHE SURFACE, business 
seemed great at Murder 
Mystery Company, the 
theater company Scott 
Cramton founded in 2009. 
By 2012, the business had 
sales of $4 million, 30 full- 
time employees, 800 inde- 
pendent contractors, and troupes in 25 
cities putting on roughly 5,000 perfor- 
mances a year. But the fast growth had a 
downside: Cramton realized he was 
losing control of the company’s finances. 

Three years earlier, Cramton quit his 
job as a furniture salesman to focus on 
building the company, which he had been 
running part time out of his basement in 
Grand Rapids, Michigan. Encouraged by 
the local success of the business, which 
put on interactive theater performances, 
mostly at private parties, he set up web- 
sites advertising the business in several 
cities around the country. When he got a 
few bookings in one city, he would fly 
there to hire and hold rehearsals with 
local actors, In some cities, he established 
and trained a part-time satellite troupe to 
do several weekly shows, including small 
birthday dinners and large corporate 
events spanning several days. He hired 
salespeople, who, in turn, added cities 
quickly, including Orlando, Chicago, 
Seattle, Los Angeles, and New York City. 
In some places, the theater company 
began putting on weekly performances 
in restaurants. “It’s not a very hard sell,” 
Cramton says. “We find mom-and-pop 
restaurants with good food. We say, 
‘You need customers. We'll pay you 
money. Would you like to do 18 parties 
of 200 people?*” 

As the company grew, Cramton lost 
his handle on its finances. Incidental 
expenses—for gas, props, costumes, and 
copying playbills—were out of control, 
reaching as high as $8,000 a month in 
total. “It was impossible for us to keep 
track of thousands of transactions,” he 





recalls. Managers were traveling 
around the country putting out fires, 
which cost the company as much as 
$10,000 a month for airline tickets, 
hotels, and rental cars. 

Meanwhile, Cramton also suspected 
that as many as 5 percent of customers 
were sneaking into shows without pay- 
ing. And those who did pay were buying 
their tickets online as many as six 
months in advance. That might seem 
like a good thing. But Cramton had a 
hard time tracking the enormous re- 
serve, which included hundreds of 





DOUBLE-EDGED DAGGER 


To decide 

if a capital 
investment will 
pay off, ask if it 
will bring money 
in the door. If it 
won't, forget it: 
Just put your 
head down and 
keep pushing 
forward. 


thousands of dollars earmarked to cover 
future dinners, salaries, and other costs. 
The company had no real accounting 
system, and its part-time accountant 
was lobbying hard for a chief financial 
officer or controller. Cramton knew the 
accounting troubles were getting out of 


hand, but he was opposed to “paying 
people too much money to watch our 
money,” he says, adding: “I didn’t want 
to spend $2,000 to save $1,000.” 

So Cramton considered an alterna- 
tive: buying 25 tablets, one for each 
troupe, that would serve as virtual “will 
call” ticket windows at various perfor- 
mance venues. Using the tablets, em- 
ployees could check in audience 
members who had paid online and take 
payments at the door from those who 
hadn't. Troupes could also use the tab- 
lets to hold Skype videoconferences 
with managers at company headquar- 
ters, which was likely to cut down emer- 
gency travel. Meanwhile, Cramton was 
also weighing the benefits of developing 
cloud-based accounting software that 
could be loaded on the tablets and 
would suit his company’s unique needs. 
But given all the other drains on the 
company’s cash, neither investment 
seemed like a sure thing. 

Any growing company eventually 
comes face to face with the question 
Cramton did: Is it time to put capital into 
building new capacity, and will it pay off 
if you do? It’s a tough one. Gary Kunkle, 
Inc's resident economist and a specialist 
in long-term growth strategies, says one 
of the biggest reasons growth companies 
stumble is that they fail to invest in ca- 
pacity and can’t keep up with demand. 
Which is sobering enough—until he adds 
that another major pitfall for growth 
companies is investing too much capital 
to meet demand that never materializes. 
In that case, your capital outlay could 
create a burden (in leasing fees, debt 
payments, or depletion of precious cash) 
great enough to sink the business. 

Many entrepreneurs make the mis- 
take of getting stuck on the niceties, 
wondering if the capital investment 
will streamline things or add conve- 
nience, says John Terry, founder of 
Dallas advisory firm ChurchillTerry. 
Instead, Terry says, you should focus 
on one simple question: Will it bring 
money in the door? If it won’t, he adds, 
“just put your head down and keep 
pushing forward.” 

Cramton calculated that 25 Samsung 
Galaxy tablets would cost less than 


VITAL SIGNS 


Maybe you can recite 
the following financials 
for your company, and 
maybe you cant, But 
bankers, investors, and 
buyers want to know 
ther, because they're 
the best indicators of 
your company’s health 


CURRENT RATIO 

It’s a basic measure of 

solvency. Lenders generally 

want to see a 2:1 ratio. 

HOW TO CALCULATE 

Compare current assets 

(cash, receivables, and inventory) 
with current liabilities. 


QUICK RATIO 

It’s the current ratio with inventory 
removed. The quick ratio tells 

you if you have enough readily 
available funds to cover short-term 
obligations. It should be at least 1:1. 
HOW TO CALCULATE 

Compare cash plus receivables 
with current liabilities, 


RETURN ON ASSETS 

This ratio lets you know if 
you're using your assets 
efficiently, It’s industry specific, 
but the higher, the better. 

HOW TO CALCULATE 

Compare net profits before 
taxes with total assets. 





This ratio tells you how quickly 
your company is collecting on 
receivables. It's also industry 
specific, but it should be as low as 
possible. If it jumps up, you've 
got a liquidity issue. 

HOW TO CALCULATE 

Compare average receivables 
with annual sales. 


RATIO 
It tells you the volume of cash 
you ore generating compared 
with the amount you will 
have to lay out. 
HOW TO CALCULATE 
Compare cash flow from 
operations with current liabilities. 


PRETAX NET 

PROFIT MARGIN 

Ithelps lenders (and you) 
benchmark your profitability against 
others’ without the sometimes 
uncertain vorioble of taxes. 

HOW TO CALCULATE 

Divide net pretax income by sales. 


INVENTORY TURNOVER 
You can think of inventory as 
frozen cash, so you would like 
it to thaw as many times as 
possible, The ideal rate varies 
by industry, but if you see any 
decrease in your turnover, you need 
to find out the reason, pronto, 
HOW TO CALCULATE 

Track how many times your 
company sells its inventory 
in one year 


$3,000. Not bad. A nationwide data 
plan for all the devices would run $250 
per month—a small fraction of 

the company’s current emergency- 
travel expenses. As for customizing an 
accounting system, Murder Mystery 
Company’s in-house IT person esti- 
mated he could create one in a couple 
of months, for about $10,000. Cramton 
decided the numbers were low enough, 
and that he had enough cash on re- 
serve, to take the gamble. 

A year later, IT is still refining the 
accounting system (named Watson, 
after Sherlock Holmes’s sidekick), 
which came in on budget. More impor- 


tant, the software, which is installed on 
every tablet, is producing results. Since 
Watson began tracking the troupes’ 
credit card activity, spending has de- 
creased 75 percent, to about $2,000 a 
month, Cramton attributes the drop to 
the fact that employees are spending 
more wisely now that their activity is 
being tracked. The savings paid off the 
cost of the accounting software in less 
than half a year. Meanwhile, spending 
on emergency travel has dropped off 
almost completely. And now that work- 
ers are cracking down on people sneak- 
ing into performances, the company is 
saving a couple hundred dollars per 


performance, estimates Cramton. Best 
of all, his troupe members began using 
tablets to sell souvenir photos that are 
shot by a professional photographer, 
then printed and framed on-site. The 
unexpected revenue stream has pro- 
duced more than $200,000 a year. In 
2013, Murder Mystery Company gener- 
ated roughly $12 million in sales, 

Cramton clearly made the right 
decision when he bought the tablets. 
By Terry’s calculation, eliminating the 
5 percent theft rate has boosted profits 
at each show 40 percent, on average. 
The most astonishing result was the 
windfall from selling souvenir photos, 
he says: “That may be one of the single 
best capital investments ever made.” 

Terry thinks Cramton could achieve 
even greater cost savings by distributing 
prepaid debit cards, instead of credit 
cards, to troupe members. He should also 
consider establishing an incentive plan 
for each city’s manager. For instance, he 
could give managers 10 percent of any 
additional revenue stemming from their 
suggestions. “For every dollar they add, 
he would get an additional nine,” Terry 
says. “That’s a huge return.” 


CASH CRUNCH 


I’m malting 
a profit. 

So why am | 
running out 
of money? 


LAN KNITOWSKI treats cash 
flow like a religion at 
Phunware, his mobile apps 
company, But it took two 
liquidity nightmares at 
previous companies to 
show him the way. In the 
1990s, Knitowski co-found- 
ed his first company, communication 
software provider VoViDa, with just six 


SSS wey 


months of funding. In those days, 
Knitowski explains, it took much lon- 
ger to develop software, and VoViDa 
was plowing large amounts of cash into 
paying programmers. “We were burn- 
ing money constantly, faster than was 
sustainable, until we became a buffalo 
charging off a cliff,” Knitowski recalls. 
Fortunately, he and his team raised 
enough equity funding to stay alive 
until Cisco Systems acquired the Sili- 
con Valley business, less than two years 
after it was founded. 

Cash-flow problems were even worse 
at Caneum, the IT outsourcing company 
where Knitowski was an investor and 
member of the board of directors from 
2003 to 2009, When California failed to 
pass a state budget one year, one of 
Caneum’s major clients, the Los Angeles 
Unified School District, was unable to 
pay its $660,000 bill. Caneum was also 
struggling to collect a $750,000 payment 
from another client that was undergoing 
personnel shuffling. Then, the global 
credit crisis hit in late 2008, leaving the 
business without access to cash. The 
company went bankrupt the following 
year, and Knitowski took a huge hit on 
his investment. 

When sales and profits are surging, 
it’s easy to assume that your business is 
bulletproof. But companies can turn a 
profit right to the brink of bankruptcy. 
How? The quick answer is that when 
companies grow, they become more 
complex, When you have a handful of 
customers, tracking down payments is 
easy, As your client base grows, staying 
on top of accounts receivable becomes 
more time consuming. New customers 
may insist on paying in, say, 60 days, 
even though rent, payroll, and other 
bills are due in 30. 

Meanwhile, more cash is flying out 
the door to cover inventory, higher taxes, 
government-compliance expenses, and 
debt. “As sales go up, cash can go down,” 
says William Lenhart, a business-restruc- 
turing consultant with BDO Consulting 
in New York City. “Every growing busi- 
ness has that problem.” But, Lenhart says, 
many businesses fail to focus on liquidity. 
That could be because entrepreneurs are 
focused on selling and satisfying their 
customers. But if you don’t make cash- 


flow management a priority, Lenhart 
says, “you could be in big trouble in a 
short period of time.” 

Knitowski says the experiences at 
VoViDa and Caneum taught him a 
valuable lesson: To survive, business 
owners have to view cash as their life- 
line. When Knitowski co-founded 
Phunware in 2008, he decided to make 
cash-flow management a central focus 
at the company, which develops and 
hosts mobile apps for clients such as 
the NFL and Nascar. Every Friday 


~~ ; 
YOU GET ONE SHOT 


Most 
entrepreneurs 
are focused on 
selling. But if you 
don't make cash- 
flow manage- 
ment a priority, 
your business 
could be in ae 
trouble in a short 
period of time. 


afternoon, Phunware’s controller 
emails an overview of the company’s 
financials to the management team, 
including data on key metrics such as 
cash on hand, obligations, and the 
quick ratio, which the company derives 
from dividing cash plus receivables by 
current liabilities. “We don’t let one 
week go by,” Knitowski says. 

‘The team dissects the data and tracks 
trends over time. If cash is trending 
down, it could be owing to seasonality. Or 
Phunware may be spending too much— 
making too many investments in technol- 
ogy, say, or hiring too many people. (The 
company now has 160 employees and 
generated roughly $22 million in sales 


last year.) These days, the company is 
particularly focused on accounts receiv- 
able, which are hovering around $5.5 
million. The team asks a lot of questions: 
Are companies paying us too slowly? 
Which customers haven’t paid us, and 
how delinquent are they? What action 
should we take? 

Knitowski has also adopted a color- 
coded system: If Phunware has more 
than 18 months of cash on hand, it’s a 
green light. Twelve to 18 months of cash 
is a yellow light, and less than a year of 
cash is a flashing red light. When the 
light turns yellow, Phunware turns toa 
working capital line of credit, asset- 
backed loans, bridge financing, or equity 
funding. Thankfully, the light has never 
turned red. 

Phunware also pushes back when 
negotiating contracts with clients, refus- 
ing to accept payments later than 30 
days after delivering a product. The 
company asks some clients to put 50 
percent down when signing a contract. 
And the business is structured so that a 
portion of revenue comes from semi- 
annual subscriptions, which produce 
predictable, recurring income. 

Phunware isn’t shy about hunting 
down delinquent customers. Nine times 
out of 10, Knitowski says, those clients 
wind up paying. He assumes the remain- 
ing 10 percent have financial problems 
they're refusing to disclose. The hard- 
nosed approach has cost Phunware some 
customers, but that’s a price Knitowski is 
willing to pay. “I always assume nuclear 
winter, which makes me conservative 
and diligent,” he says. “That way, things 
will never be so bad again.” 

Lenhart applauds Phunware’s week- 
ly cash-flow analysis. He also likes the 
fact that a portion of the company’s 
reyenue comes from subscriptions. 

As the business continues to grow, he 
says, it will be crucial for Phunware to 
have the right billing department in 
place. After all, the department that 
handled billing when Phunware was a 
$1 million company may not be up to 
the task when it’s a $30 million com- 
pany. He also recommends that Phun- 
ware adjust its line 
of credit with the 
bank at least once a 
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CONTINUED 
ON PAGE 106 








AN INC. EVENT 


3 DAYS OF 
INVALUABLE 
ADVICE AND 
PROVEN 
STRATEGIES 

TO HELP YOUR 
BUSINESS GROW. 


REGISTER NOW 
TO SAVE $300! 


AT GROWCO.INC.COM 


MOST AUDACIOUS PROGRAM qouR Om 
TO DATE, FEATURING: ky 


* Sage advice from industry disrupters, 


seasoned entrepreneurs, and the best and 

brightest business talent! f { 
* Countless learning opportunities 
* Invaluable networking Pe 
* Numerous bold and inspirational speakers % 
* 50 sessions and workshops COnFERERS 
* All-star speaker lineup listed on growco.inc.com 


MAY 20-22, 2014 
NASHVILLE 


COMCAST 


BUSINESS Canon 





Be "S PORTFOLIO QUARTERLY 


ARE YOU REALLY AS SMART 


A lot of business owners think they have the investing game figured out. But here's some 


OU’VE HEARD thie advice 





before: Diversify, make Be a Conservative 
time work for you, and You already believe that you aren't like regular wage 
embrace stocks. For earners—and when it comes to investing, you're not. Your 
most folks, those are the salaried peers, even at the same age, are going to be more 
- ain lars of fe A (ete aggressive in their investments. “There is no single magic 
CONE Pillar OF any WES metric for entrepreneurs,” Roth says. “Adages like ‘Subtract 
ment strategy, For busi- your age from 100 and that's the percentage of your portfolio 
ness owners, that's true that should be in stocks’ just don't apply. It’s highly situation- 
only up to a point. You al.” That said, Roth suggests that entrepreneurs who have 
=) diff rent a dl naed substantial assets invested in their companies should favor 
are different and need more conservative options. Moshe Milevsky, author of Are You 
to invest accordingly. a Stock or a Bond?, says launching a company is like investing 
That assumes, ahem in an Uber-growth stock: When it comes to your portfolio, you 
that you're investing at all—and haven't puoud beats more bond-centric as a hedge against your 
> = : risky line of business. 
‘allen for the old misconception that your Y 
company is the only investment you will STOCKS 90% 


BONDS 10% 


ever need, Says Jeffrey Levine of Alkon & 


evine, a Newton, Massachusetts. 
HEDGING 


accounting firm specializing in small ee 
/— pee aside, star 

business ny eri des to know onners shout nana 

that the odds that their company will ESSIVE PORTFOLIO snaavemoe bond 





become a huge success—enough to meet 
all their financial needs through retire BORUS SN sTOCKS oo 


ment—are against them So it’s impor es 
tant to put something aside on a regular F al =; 
yasis.” In other words: Build your com ; == 


any as if it will last forever, but invest FE EATETORELCURSOGRTIGCE 
your personal wealth as if everything 

will collapse tomorrow. We talked with 
experts such as Levine and Allan Roth 

of Wealth Logic, an investment-advisory 
firm in Colorado Springs, Colorado, about 
the other mistakes business owners 
make, Here are some ways not to be your 
own financial enemy. 
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will soon have disposable income for the first time.* 


ey i More than 2 billion people 


AS YOU THINK? 


money-management advice that may save you fr 





2 Save Something. Please. 

It's almost a cliché in the small-business community: You take 
every last dime in your pocket or every last dime from your friends and 
family and plunk it right into your business until death do you part. But 
as you can see from the chart (right), the return on that investment is 
far from a sure thing. Simply put, sinking your every last cent into your 
company isn’t a good idea. In fact, treating your business as your sole 
investment is the ultimate “antidiversification” strategy. Says Levine: 
“To me, it always makes sense to save for a rainy day...build your busi- 
ness and your portfolio.” 
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PERCENTAGE OF BUSINESSES FAILED BY YEAR OF OPERATION 


Source: Small Business Development Center 





a 4 Startups Have Their 
bY Own Tax Privileges 
q Especially in the startup years, you 
may have tax-savings options that 


employees don't, Here's one some- 
4 times overlooked move that has 
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ie - ¥ helped owners who are booking 

Hi ~ 7 losses. Wealth Logic’s Roth suggests 
: § Dy aRoth IRA conversion strategy. 

E “ ¥ Normally, when converting from a 

f- L traditional IRA to a Roth IRA (no 

a » felation), investors pay tax. But an 

ij Owner suffering a loss can often make 

i } the conversion tax free—by offsetting 

j oat losses from the business against 

Coa ns income from the conversion 

i - Bottom line: You move tax- 

i A S deferred IRA funds toa 








tax-free Roth IRA without 
paying taxes, or by paying 
only a low marginal rate. 















Don’t Fall in Love 
With Your Own Expertise 


“One common mistake that entrepreneurs make 
when investing,” says Roth, “is to invest too 
heavily in the industry that their business is in. 
They feel that because they know that sector 

so well, they stand a better chance of success.” 
Far from guaranteed. Sure, you might get lucky, 
and your sector could leave the S&P in the dust. 
But keep in mind that such outperformance can 
also reverse, Remember those banks a few short 
years ago or tech in 2000? 













SGP 500 INDEX FUND v 
TECHNOLOGY SECTOR FUNDS 
FINANCIAL SECTOR FUNDS 


Source: Morningstar 


“Risk measured using three-yeor stondord deviation, December 2010-Noverber 2013 
Higher numbers equate to higher volatility. 


They could power tomorrow’s global stock growth. 
Visit Fidelity.com/stockgrowth for our full perspective. es - 





What could power tomorrow’s 
GLOBAL STOCK GROWTH? 


More than 





illion p 





ople 


will soon have disposable income for the first time. 





By 2025, 53% of the world’s population will have entered the middle class. 
The majority will be in the developing world, notably Asia.’ 








U.S. consumer spending—over 70% of GDP?—is likely to 
increase as rising employment and real estate prices further 
strengthen household finances.’ 
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At Fidelity, we use our global reach and research FIDELITY® SELECT RETAILING PORTFOLIO 


expertise to bring you smart investing ideas. 
Get our full perspective and fund details now. 
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¢ Fidelity Fidelity.com/stockgrowth | 800.FIDELITY 


INVESTMEN 


Before investing in any mutual fund, consider the investment objectives, risks, charges, and expenses. Contact Fidelity for a 
prospectus or, if available, a summary prospectus containing this information. Read it carefully. 
Keep in mind that investing involves risk. The value of your investment will fluctuate over time, an 


id you may gain or lose money. 
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Valuation Voodoo 
It may not seem like it, 


lo 
Barry Schuler 


but there's a rhyme and 
reason to how VCs price 


your company 





OTHING SEEMS TO GRAB headlines more than a company 
that raises, say, $50 million and is valued at $2 billion. 
No revenue? Doesn't matter. Then there’s the promis- 
ing young company that actually has $20 million in 
sales but ekes out a valuation of $200 million. (Sounds 
like an episode of VCs Gone Wild, doesn’t it?) But 
when you look deeper, it’s all about metrics. And that’s 
why business owners have to know how venture capi- 
talists think. Nothing is more important than coming 
up with an appropriate valuation for your company. 
Most entrepreneurs think the correct valuation is 
the highest one they can get. Nope; it has to be realis- 
tic and match the results you can actually produce. 


Here's the deal: Traditionally, revenue and profit have been the gold 
standard metrics. But those rarely reveal what really makes the most 
promising startups tick. That’s because capital-hungry companies are in 
expansion mode and will be operating at a loss and burning cash. In 
addition, the metrics VCs focus on have evolved over the years. And the 
competition for good deals can drive prices up. To help you sort out all 
this voodoo, here are some of the most popular models VCs consider. 


Barry Schuler is managing 
director of OF| Growth and 
former CEO of America Online. 
He can be reached at 
BartyMSchuler®@gmail.car 





Recurring revenue 

Investors will pay a premium to hear 
the sound of the cash register ringing 
with predictability. The subscription 
revenue model was once the exclu- 
sive province of magazines and pay 
TV. Now the entire software industry 
has moved in this direction with the 
introduction of software as a service, 
where you pay a monthly fee and 

get free updates. The beauty of this 
model: Once the costs of acquiring a 





subscriber are established, and the 
cancellation rate, or churn, is figured 
out, investors can calculate how each 
dollar invested will increase the value 
of the business. 


If they come, we will fund it 
Audience growth is VC eye candy, 
especially for Internet companies. 
The presumption is that if you have 
something that the masses are flock- 
ing to, the company will figure out 

a way to make money from it. The 
social trinity—Facebook, LinkedIn, 
Twitter—all garnered nosebleed 
valuations this way. 


Freemiums 

Freemium is a go-to-market 
approach that allows customers to 
try a product before buying. Then, 
if they like it, they buy the whole 
thing or maybe some extra features 
(common in games such as Candy 
Crush). This model often goes hand 
in hand with recurring revenue, 
That's because the free version may 
convert into a subscription. VCs also 
focus on conversion rates: what 
percentage of free users ultimately 
start paying. 





‘SO THERE YOU have it—three popular 
models VCs love. But consider this: 
Expansion-stage investors care most 
about the growth rate of the met- 
rics most relevant to your business 
model. Surprisingly, how fast you 
get profitable may not be the most 
important. Dramatic growth is the 
real gold standard. And if you can 
establish that, buckets of cash may 
end up on your doorstep. 
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Really, we can't make this stuff up. 
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“Using visuals during meetings 
creates more ideas, creates better 
ideas, and increases recall.” 


—MARTIN EPPLER, professor 
at the University of St. Gallen, Switzerland 
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PICTURE THIS 
Purina hired 
graphic facilitator 
‘Sunni Brown to 
sketch this during a 
strategy session. 





Tip Sheet 


To really unleash your company’s creativity, 
look to the squishy place it all begins: 


the chemistry in the brain 


THAT BREAKTHROUGH idea you had that 
doubled sales? Your incredibly funny 
quip at the strategy meeting? Don’t get 
too full of yourself—you were probably 
just having a good day chemically. 

Or so says Baba Shiv, a marketing 
professor at Stanford’s Graduate School 
of Business. Shiv’s research focuses 
on the role neural structures play in 
decision making and economic behay- 


ior. He has also long been 
fascinated by the biologi- 
cal roots of creativity. 

According to Shiv, 
creativity resides at the 
intersection of two pri- 
mary pathways in the 
brain. Along one pathway, 
the neurotransmitter 
serotonin governs wheth- 
er you are operating from 
asense of calm and con- 
tentment or from a posi- 
tion of anxiety and fear. 
On the other pathway, 
dopamine moves you 
from boredom or 
apathy to excitement 
and engagement. 

The right neurochem- 


FOUR 
CREATIVITY 
BOOSTERS 


] Schedule 

morning 

meetings 
Eata 
rotein-rich 
reakfast 

BF Walk before— 

| or during— 
meetings 


Reduce 
workplace 
stress 


ical cocktail for your best creative 
work, according to Shiv, is a 

high level of both serotonin and 
dopamine. “This will produce 

a condition in which you are calm 
but energized,” he says. 

How do you achieve this blissfully 
creative state? For starters, you can 
reduce stress in the office. Spikes in 
stress hormones such as cortisolcoun- 





teract the creativity- 
boosting effects 
of serotonin. Plus, 
stressed-out people 
tend to be closed off to 
new ideas, says Shiv. 
Studies of baboons 
have shown that when 
experiencing stress, 
they refuse to seek out 
new territory (or mates, 
for that matter). For 
humans, that means 
people are more likely to 
stick to familiarity when 
under too much pressure. 
Poor sleep can also 
have negative effects 
on creativity. Shiv says 
people need up to 





BUILT FOR CREATIVITY 

Your office design can help kindle 
employee creativity. Here are a few 
pointers from Scott Wyatt of NBB} 








Go Natural 

Employees are more creative (and 

less stressed) when they can look 

up from their work and see trees 

r and natural light. Even if you're in 
architects, which has designed offices aj city, try bo sive everyone WintdDw. 
A views. Or at least buy your poor 

for Google and the Gates Foundation. employees some plants. 











two hours of deep, non-REM sleep 
each night for the brain to restore the 
proper levels of serotonin. This sort of 
deep sleep accounts for less than 30 
percent of the average person’s slum- 
ber, but it can be diminished by sleep 
interruptions as well as alcohol and 
caffeine consumption. 

Serotonin levels tend to be highest in 
the morning, making it an optimal time 
to schedule brainstorming sessions. To 
make the most out of the morning’s 
elevated levels of serotonin, Shiv sug- 
gests nixing carbs in favor of a high- 
protein breakfast. “That’s the best brain 
food,” he says. “The proteins produced 
from it in the body are converted to the 
much-coveted serotonin and dopamine.” 
And caffeine? It acts as a “physiological 
arouser,” says Shiv, In other words, it will 
magnify whatever emotion you're al- 
ready feeling. Translation: If you're on a 
hot streak of developing new ideas, have 
another cup of coffee; if you’re anxious 
about meeting your budget, skip it. 

Cardiovascular exercise also en- 
hances the neurological conditions for 
creative thinking, by releasing a pep- 
tide that helps produce serotonin. If 
you have an afternoon brainstorming 
meeting, Shiv recommends first taking 
a 10- to 15-minute brisk walk. “Or, 
better yet, walk and talk,” he says. 

Maintaining a variety of intellectual 
interests also keeps the creative juices 
flowing. Shiv says it’s important to talk 
to people in other disciplines and read 
widely outside your field to develop 
“knowledge nodes”—bits of unrelated 
information that can come together to 
produce an unexpected solution. “This 
is how Steve Jobs operated,” Shiv says. 
“His wide-ranging interests allowed for 
acreative lifetime of connecting the 
dots.” -RYAN UNDERWOOD 


Think Paris 


The ideal office layout? A system 
of quiet side streets and grand 
boulevards like the Champs-Elysées 
in Paris. Employees have quiet to 
think, but they're still forced to 
mingle with—and bounce ideas 

off of-their co-workers. 


CREATIVE CULTURES 

Here's how three companies 

break from routine to help 

promote creative thinking. 
yy 





@ IMPROV CLASSES 

Method, a San Francisco-based maker of 
Cleaning products, offers employees training in 
improv acting—not to check the box on some 
management fad but to give them an under- 
standing of how small performance details such 
as stance, breath, or mindset can help improve 
Creative thinking. Method also attempts to shift 
employees’ perspectives by requiring everyone 
in the company to serve as the office reception- 
ist for a day, all in an effort to keep people 
“weird, creative, and humble.” 


© BRAIN BREAKS 

The New Jersey-based startup Caktus makes 
the Hug, a device that keeps tabs on how much 
water you drink. But once a month, the 
company’s four Finnish co-founders set aside 
24 hours to let their brains run wild. They'll start 
brainstorming over a drink (or a few) on 
Thursday afternoon and give themselves until 
Friday evening to come up with a dirty proto- 
type-or a really good blueprint, "It's just a way 
to give our brains room to breathe," says 
co-founder Panu Keski-Pukkila. 


@ HACKATHONS 

At Animoto, a New York City-based startup 
that converts photos and video clips into online 
movies, money is on the line in a quarterly 
hackathon, meant to spark new ideas from the 
company's 65 employees. Cash prizes of $500 
are given to the winning teams in three areas; 
most technically challenging, most useful, and 
people's choice. A recent winner improved the 
service's synchronization of images and music, 
a fix that will be included in an upcoming 
software release. 












i Raise the Roof 


If you want to promote 
blue-sky thinking, you should 
increase employee headroom 
at the office. Studies suggest 
that higher ceilings in the 
workplace encourage abstract, 
"conceptual thinking. 


ye 


IDEA LAB 


The Art of Inspiration 
Why companies are hiring artists to record their brainstorms 


ZOCIAL ENTREPRENEURSHIP: 


@. CONVERSATION with LAUREN BUSH 


LAUREN Bust LAUREN, FOUWDER MO CEO OF FEED 





SAW 
PEOPLE LIVING i. 


=o 
TWEE Pins 


Give sac 
WONUS..- 


EXTREME POVERTY \ 


NOTEWORTHY 

Kelvy Bird, co-founder 
of Opict, a graphic 
faclitation company 
in Massachusetts, 
sketched this as 
Lauren Bush Lauren, 
CEO of FEED, spoke at 
the Inc. Women's 
Summit last year. 


AUG 
cOTIRALLY 





“ENTREPRENEURSHIP!” offered one executive. 

“Going above and beyond,” mused another. 

As they spoke, an artist scribbled furiously on 
an 8-foot-wide whiteboard. Soon, a drawing of a 
half-eaten apple emerged to represent the com- 
pany’s core values. 

This was part of a recent two-day strategy 
session at Grasshopper, a provider of virtual 
phone systems that’s based in Needham, Massa- 
chusetts. Co-founder David Hauser paid a special- 
ized artist (or, as people in the field prefer to be 
known, graphic facilitator) $3,000 to take notes as 
Grasshopper’s eight-person executive team for- 
mulated the company’s goals. “It really improved 
the conversation,” says Hauser. Later, the final 
sketch was photographed and printed on note- 
pads, posters, and the company’s website. 

Many companies like Grasshopper are relying on 
these cartoonish doodles to help kindle ideas during 
meetings. It might seem silly, but these sorts of 
visuals are effective in brainstorming, says Martin 
Eppler, professor of media and communication 


QO ‘SCAN THE PAGE TO WATCH SUNNI BROWN DRAW. (See page 14 for details ) 
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fremrnes 


BUST OUT THE 
MARKERS 
Want to sketch 
your own ideas? 
Cro uta Hereare three 
tips from 
Ses expert doodler 
Sunni Brown. 


MILAN 
as 


1, KEEP IT SIMPLE 
Stick with easy 
visual metaphors: 
a forked road to 
indicate choice, an 
exclamation point 
for exciternent. 


2.LINK YOUR 
THOUGHTS 

Draw a box around 
words relating 
toone idea. Use 
arrows and lines to 
show relationships 
between ideas 


3, GETEVERVONE 
SKETCHING 

Let your whole 
team take turns 
at the whiteboard. 
As people doodle, 
“their thinking will 





ys 
Brown. "And that 
will open up new 
ideas, solutions, 
possibilities.” 


management at University of St. Gallen, Switzerland, 
“We've found in our experiments that using visuals 
during meetings creates more ideas, creates better 
ideas, and increases recall,” he says. 

Some companies are even hiring graphic facili- 
tators (you can find one at ifvypcommunity.ning.com) 
to coach workers on illustrating their own ideas. 
Sunni Brown, a graphic facilitator and author of 
The Doodle Revolution, often directs “group doo- 
dles” in which employees work together—listening 
to and then sketching one another’s ideas. 

To loosen up reluctant artists, Brown starts by 
having people call out objects rapid fire for her to 
sketch. “I purposefully make my drawings clumsy,” 
she says, “so people see the goal is not to make 
great art but to get down something of substance.” 
Rachael Brown, a training manager for Zappos, 
took a two-day seminar from Sunni Brown in 2011, 
as did a few other managers. Now, Zappos employ- 
ees regularly use the techniques in brainstorming 
sessions. “We try to play with the problem graphi- 
cally,” says Rachael Brown. “It helps spark new 
ideas, especially if we're stuck.” -NANCY AVERETT 
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It’s about a r to Visit SavethelInventor.com 


weaken the patent rights of all inventors ne Innovat 


GREAT MINDS 


STILL DISRUPTING 
AFTER ALL THESE YEARS 


W ys innovation is a young man’s game? 


v Vv 
THE MARK zucKeRBeRcs Of the world haven't cornered the market on innovation. New 





45% 








research suggests that middle age might be the ideal time to challenge the Weel 
status quo. In fact, the average age that Nobel Prize winners and great enteprenes 
inventors make their most notable breakthrough is 39, according to a study by founding 


Benjamin F. Jones, a professor at Kellogg School of Management. And twice 
as many U.S.-born tech entrepreneurs start ventures in their SOs as do those 
in their early 20s, according to a study by Singularity University's Vivek 
Wadhwa and the Kauffman Foundation 

Why are so many people trying to innovate later in life? Middle age brings 
confidence, experience, deeper networks, and maybe even some cash savings, says 
Debra Kaye, author of Red Thread Thinking, Plus, new brain research shows that 
the prefrontal cortex, which handles judgment and reason, doesn't fully develop 


until 25, And the brain continues to produce new neurons well into old age. Shah PF 


“If you keep using these new neurons, you can still compete with younger people,” 
says Kaye, Here are some innovators who hit their stride after 40. -/ENN/FER ALSEVER 





AGE 

ora tae Patt Pad | ade pated [oe euotd aban | tye 

0 10 20 30 40 

SCIENTIST SCALED COMPOSITES STATESMAN INVENTOR VANGUARD GROUP 

GERTRUDE B. ELION BURT RUTAN BENJAMIN FRANKLIN NIKOLA TESLA JOHN BOGLE 

Elion developed In 1984, after decades Franklin began Tesla had a hand in After being fired from 

treatments for many of aerospace inventions, publishing Poor many disruptive Wellington Manage- 

major diseases-including Rutan launched the Richard's Almanack in inventions, including ment in 1974, Bogle, 

cancer, malaria, and AIDS. Voyager, the first plane his 20s, but he did not electric motors and then 45, founded the 

11959, at 41, she to fly around the world invent the lightningrod X-rays. One big Vanguard Group. Its 

received a patent ona without stopping, at 41.At until he was 41, in 1749, breakthrough came in innovative approach 

treatment for leukemia 62, he launched the first He signed the Declara- 1898, when, at 42, he to fund management 

She was awarded a Nobel privately funded human tion of Independence demonstrated the first saved shareholders 

Prize in medicine space flight, with the at 70. radio-controlled boat in hundreds of billions 
suborbital space plane New York City, helpingto —_in fees and disrupted the 
SpaceShipOne. Rutan, 70. lay the groundwork for financial industry. Bogle 


recently retired. radio transmissions 84, is now retired. 
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WALMART FORD MOTOR COMPANY CHEF McDONALD'S PLAYWRIGHT 

SAM WALTON HENRY FORD JULIA CHILD RAY KROC GEORGE 

In 1962, after years of Ford fiddled with Child didn’t hit her stride The McDonald's founder BERNARD SHAW 
managing retail stores, automobile inventions until 43, when she worked as a piano player Shaw wrote his first 
Walton opened his first for seven years before co-authored the 3-pound and a paper-cup successful work at 38 
Walmart store at 44. starting Ford Motor cookbook Mastering the salesman before, at 52, and continued to write 
He pioneered the Company in 1903 Art of French Cooking, in —_he set out in 1940 to hits well into his 60s. He 
big-box retail model. At 45, he introduced the 1961, Through the book build what would later won a Nobel Prize 
With his aggressive Model T, sparking the and her cooking shows become the world's in literature and, at 82, 
push for discounting, American auto boom. Child introduced French largest restaurant an Oscar. 

Walton shifted the He also created the first culinary skills to the chain. Kroc systemized 

balance of power in moving assembly line. American masses. operations so that a 

retailing from the burger in any city would 

manufacturer to taste the same. 


the consumer. 





MARY KAY COSMETICS APPLE SIKORSKY AIRCRAFT NOVELIST COMPOSER 

MARY KAY ASH STEVE JOBS IGOR SIKORSKY TONI MORRISON ELLIOTT COOK 

After a decade of Though he founded In 1942, after decades The American writer CARTER JR. 

watching men get Apple at 21, Jobs of tinkering on aviation published her first novel This American, who 
promoted ahead of her, launched some of his projects, the Russian- at 39. In 1988, at 57, she wrote many orchestral 
this saleswoman set most successful American founder won the Pulitzer Prize pieces and ballets, twice 
out, at 45, to build Mary products later in life—in- of Sikorsky Aircraft for Beloved. Morrison, won the Pulitzer Prize—in 
Kay Cosmetics in 1963. cluding the iPod in 2001 created the first who has received a 1967, at 59, and in 1973, at 
Ash brought multilevel the iPhone in 2007, and modern mass-produced Nobel Prize for her work, 65. He also wrote more 
marketing into the the iPad in 2010. They helicopter, the R-4, at 52. continues to write at 82. than 40 works from 
mainstream, tapping an fundamentally changed ages 90 to 100. 
underemployed army of how people consume 

wornen to sell her media and use the 


peadusts. Internet. ILLUSTRATIONS by MICHAEL HOEWELER 





OWNER’S MANUAL 


KILLER IDEAS 
SELECTED THE 


SHARK TANIK WAY 


In the hit show Shark Tank, contestants 

have only a few minutes to sell their big idea 

to sharp-toothed investors. It's a high-pressure 
pitch game in which only the best entrepreneurs 
survive. It's also a pretty good model for surfacing 
killer ideas, Just ask Tim Kippley, chief strategy 
officer at Geneca, a Chicago-based custom 
software development firm (and six-time 

Inc. SOG0 honoree). Kippley instituted a version 
of the pitch contest and kicked his company's 
creativity into high gear, EFF HADEN 


ENECA’S REVELATION in 
2012 was surprisingly 
simple, like most “aha” 
moments. The firm 
works with companies 
to create custom soft- 





ware applicatio! 
“Innovation is 





what 
we do for our clients,” 
Kippley—and 

it’s what drives sales. 






“So we decided to look in the mirror and do 
the same things for ourselves that we do for 
our customers.” 

The result was the firs 
tion Challenge, an internal competition 
modeled loosely on Shark Tank. Participat- 
ing employees had three minutes to pitch 
their ideas to the entire company. Voting 
criteri: 





Geneca Innova- 


were intentionally vague; attendees 
were asked simply to vote for the coolest 
and most engaging ideas—even if they had 
nothing to do with Geneca’s core business. 





“Culturally, we think we can invent ways to 
do things better, faster, and cheaper,” says 
co-founder and CEO Joel Basgall. 

Before the Innovation Challenge, Gen- 
eca’s invention process was rather ad hoc— 
once in a while, someone would stumble 
onto a good idea. Now, the Shark Tank com- 
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petition ensures the whole company tosses 


around new ideas regularly. Plus, the contest 





lets employees collaborate and suggest im- 
“We all thinl 


Joel thinks it’s a great 















In the first meetup, six people advanced to 
the next stage after pitching ideas that includ- 
ed an iPhone app that detects alcohol levels 
andaG y game. They 


received intensive coaching from the innova- 











$ augmented-reali' 


tion team, a group of about 15 employees from 





all levels in the company. The process yielded 
significant intangible benefits. “Taking final- 

ists from ideation to production is a great way 
s, bec; 
them to walk in our clients’ sho 
say 





se it allows 
Kippley 
. “Plus, people get to expand outside their 


to develop our employe 












normal roles, so we as a company benefit 
from the natural cross-pollination.” 

The winning innovation, created by 
recent college grad Jack Mor 
app designed to track employees’ achieve- 
ments and allow superiors to praise good 








, Was an 


work. Geneca now uses the app to track its 
own employees. “I don’t need to be the guy 
that comes up with the ideas,” Basgall says. 
“I need to be the guy that helps create an 
environment where a great group of people 
can have and execute great ideas.” 








Five tips for 
running your own 
Shark Tank 
contest: 


1, CREATE AN. 
INNOVATION TEAM 


2. BE PREPARED TO 
FOLLOW THROUGH 
3. LAY THE 
GROUND RULES 


4, SETAFOCUS 


5. THINK BIG PICTURE 





Websites with 
greater visibility 


A hibu Website helps improve your online visibility in places 
where customers are looking. 


Our websites are designed for phones, tablets or laptops, 
and fully optimized for search engines. 


To boost your reach even further, our hibu Wave service 
submits your business profile to hundreds of online business 
directories. Plus, we can create Facebook and Twitter pages 
that reflect the design and branding on your website — helping 
you get spotted more easily on social media. 


To get a website with greater visibility h i bu 
go to hibu.com/websites or call 877-761-hibu made for business 


websites @ mobile and tablet sites @ e-commerce @ search marketing @ display advertising 









































Obamacare is fueling a 

hot new industry that uses 
mobile technology to curb 
health care spending. Smart 
startups are already cashing in 
BY DAVID H, FREEDMAN 

PHOTOGRAPHS BY DAN SAELINGER 


HREE YEARS AGO, Sterling Lanier, a serial entrepreneur then 
running.a successful market research firm, got a phone call 
t the University of 





from a medical researcher he kn 


California, San Francisco, The researcher wanted him to 


help with a pro bono proj 
thousands of breast-can 










that involved gathering data on 
er patients. The trick would be to 
find a good way to get p: ts to fill out tedious forms. 

Nice guy that he is, Lan greed. The It, designed 
with a tech whiz named Boris Glants, was an iPad app that the 











two named Tonic. Tonic made 
it easy—almost fun—for pa- 
tients to provide information 
about themselves and their 
health. Mission accomplished, 

And that might have been 
that, except a few months 
Jater, Lanier got another call, 
this one from Georgetown 
University Medical Center in 
Washington, D.C. It turned 
out the UCSF researcher had 
shown off Tonic at a health 
care conference and stirred 
up some interest. It wasn’t 
long before Lanier was field- 
ing inquiries from the Mayo 
Clinic, UCLA Medical Cen- 
ter, Kaiser Permanente, and 
other leading health care 
providers, Lanier, it seemed, 
had stumbled onto his 
next venture, 

It’s a venture that prom- 
ises to be his biggest hit yet. 
That's because Tonic pro- 
vides a partial solution to one 
of the most vexing challenges 
in all of the multitrillion- 
dollar health care industry: 
How do you get patients to 
provide the information that 
health care providers desper- 
ately need, and rarely get, in 
order to improve care while 
cutting costs? 

‘The effort to solve that 
problem might well represent 
the fastest-growing market in 
health care right now, It’s a 
race being driven by a sud- 
den, ongoing, massive shift 
in the industry’s economics— 
a shift that is mandated by 
Obamacare. And it is creating 
an enormous opportunity 
for entrepreneurs. 

Though much of the at- 
tention paid to the Affordable 
Care Act has been focused on 
health insurance exchanges, 
the new law actually does 
something radical: It changes 
the underlying business 
model of all of health care. 
Until now, the model was 
simply that the more treat- 





BY THE 
NUMBERS 
° 
The 
aid a 
mobile healt 
industry just 
might be the 
miracle cure for 
the rising cost of 
health care in 
America. 


§2.7 
TRILLION 


USS, health care spending in 2013. 
neatly a fifth of the country’s 
gross domestic product 


30 
MILLION 


‘Americans projected to 
join the health insurance rolls by 
2023, via Obamacare 


35% 


How much mHealth 
technologies could potentially 
ower the cost of treating chronic 
medical conditions, which account 
for the vast majority of health 
care spending 


$6.2 
BILLION 


Total mHealth revenue in 2013 


$23.5 
BILLION 


Estimated mHealth 
annual revenue by 2018 


ments doctors and hospitals 
provided, the more they got 
paid. Under Obamacare, the 
preferred model is value 
based—that is, hospitals get 
paid not to treat patients but 
to keep them healthy and 
avoid treatment. 

When patients receive 
more treatment than deemed 
necessary for their situation, 
some or all of the extra costs 
will often come out of the 
providers’ pockets, instead of 
generating more income, The 
results are expected to slash 
runaway health care spend- 
ing, which now equals almost 
a fifth of America’s GDP. 

Because of this shift, 
health care organizations 
are willing to pony up for 
technology that helps curb 
the need for costly treatment, 
And this is fueling a new 
industry developing mobile 
health technology, or 
mHealth. At the heart of this 
boom is the recognition that 
the key to managing patient 
health is better information— 
and that the information is 
best acquired and accessed 
via the mobile devices 
that are now always at the 
fingertips of both patients 
and clinicians. 

How big a difference could 
mHealth make in medical 
costs? One report by Pricewa- 
terhouseCoopers estimated 
that in Europe, mHealth 
technologies could help trim 
up to 35 percent off the cost of 
treating chronic medical 
conditions, a large driver of 
health care spending, In the 
US., that would equal about 
$700 billion in savings. And 
these cost cuts will become 
eyen more critical as Obam- 
acare ushers up to 30 million 
uninsured people into the 
health care system by 2023. 

Many large health care 
companies are already 
moving aggressively into 


mHealth, but startups are 

on track to produce the lion’s 
share of the winning products 
and services. “It’s the small 
companies that are coming 
up with the innovation,” says 
Travis Good, a physician and 
influential blogger on health 
care technology. “And those 
companies are going to see 
tremendous growth over the 
next few years.” In 2013, 
mHealth companies gener- 
ated $6.2 billion in revenue, a 
figure that’s expected to more 
than triple over the next five 
years, according to Dublin- 
based market research firm 
Research and Markets, 

A slew of startups is 
already vying to get out in 
front of various segments 
of this exploding field. The 
ones that will succeed, ac- 
cording to Good and other 
experts, are those that best 
address pain points that 
have captured the health 
care industry’s attention, 
particularly as the industry 
shifts under Obamacare. 

Here's a tour of some 
of these major pain points, 
along with a look at a few of 
the startups that have a head 
start in the race to profitably 
provide relief. 


PAIN POINT 
Patients don’t follow 
their prescriptions 


COST: NEARLY 
$300 BILLION A YEAR 


‘TWO YEARS AGO, Bob Shor 
got a scary introduction to 
one of health care’s biggest 
problems when his father 
accidentally took a double 
dose of insulin, sending him 
rushing to the doctor, An 
Israeli entrepreneur, Shor 
discovered that the health 
care industry has long strug- 
gled in vain to find ways to 
get people to take the right 
meds at the right time—or to 












S4 beer will get you. It 
outdo a $10,000 resean 
report every tim 


ER 

Co-founder of Tonic, an app that 
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take them at all. The New 
England Healthcare Insti- 
tute, a policy research think 
tank, has calculated that this 
so-called nonadherence is 
an issue for up to half of all 
patients, at an annual cost 
of nearly $300 billion in the 
US. alone. 

Shor founded a company 
called MediSafe in 2012 to 
address the problem with 
an online service and mobile 
app that help patients track 
the timing and dosage of 
their meds, What’s more, 
the company’s software then 
gathers and analyzes data on 
large groups of patients, 
information that pharmaceu- 
tical and health care organi- 
zations badly need to 
evaluate medication effec- 
tiveness. “From Day One, I’ve 
been focused on that prob- 
ys 












Jem, or. 

Tt w: smart strategy. 
Any startup that can help 
health care providers gain 
more insight into patients’ 
conditions or behaviors is 
going to at least get a look 





from even the best and big- 
gest of hospital systems. So 
says Neil Wagle, medical 
director at Partners Health- 
Care, which operates Mas- 
sachusetts General Hospital. 
Wagle, who is playing a key 
role in the famed Harvard- 
affiliated hospital’s efforts 
to improve patient-reported 
outcomes, is excited about 
the results from initial stud- 
ies of how apps can help. 
“We've been systematically 
missing some of the data 
that tells us what we most 
want to know about pa- 
tients,” 
pany has something that can 
fill that gap, there’s a good 
chance we'll want to take a 
look at it.” 


he says. “Ifa com- 





ND ITIS health 
care provid- 
ers, insurance 
providers, and 
the govern- 
ment—rather 
than consum- 
ers—that are 
ready to pay 


big bucks for these services. 
That’s owing in large part 

to Obamacare’s emphasis on 
value-based care that creates 
incentives for health care 
providers to keep patients 
healthy—and trim unneces- 
sary costs. 

The tricky part of reduc- 
ing health care spending is 
that most of what affects a 
patient’s need for treatment 
happens outside the hospital 
and doctor's office—diet and 
exercise, the onset of omi- 
nous symptoms, adherence 
to medication regimens, and 
much more. That means 
doctors need more and better 
information on what’s hap- 
pening to patients at all times 
so they can offer the right 
treatments and advice, and 
patients need support to stick 
with those treatments at 
home and elsewhere. 

By helping patients hew to 
their prescribed treatments as 
well as by funneling data to 
doctors, MediSafe is hitting 
both sides of that equation. 
Though founded only a year 





ago, the company has already 
established partnerships with 
drug companies and is in talks 
with several hospitals and 
HMOs. “We're looking every- 
where for early-stage, tech- 
nology-based products and 
services that can help us 
know more about our patients 
and engage with them,” says 
Molly Coye, chief innovation 
officer at UCLA Health, a $2.4 
billion organization that 
operates several hospitals 

in California, 

Health care organizations 
are so eager to get their 
hands on these technologies 
that many of them are start- 
ing up venture arms to fund 
promising startups, notes 
Orlando Portale, chief inno- 
vation officer at Palomar 
Health, a large San Diego- 
area hospital system. “A lot 
of heavy investment is al- 
ready going into these new 
companies,” he says. “Palo- 
mar, like others, is trying to 
lower the barrier to entry 
for startups and become an 
early adopter. If the technol- 
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DOCTOR 
IS OUT 
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AirStrip 

lets doctors 
use their 
mobile devices 
to monitor 

a hospital 
patient's vital 
signs remotely. 
Here's how 

it works, 
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KEEPING THE BEAT 
AirStrip displays 

a patient's 
electrocardiogram, 
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This system, developed by AirStrip Technologies in San Antonio, 
comprises hardware, software, and services, and is FDA 
approved, When connected to monitoring equipment in the 
hospital, AirStrip can fetch and display a wide range of patient 
data, including temperature, blood pressure, fetal heart rhythms, 
and almost anything else measured at the bedside, It can also. 
provide a patient's medical history, lab results, and allergies, 

As a result, ateam of doctors and nurses scattered in multiple 
locations can collaborate on treatment decisions, and specialists 
in other cities can provide a quick consultation. 





IDE DIAGNOSIS 

Using AirStrip on a smartphone or tablet, a doctor can 
remotely diagnose a likely heart attack—and phone in orders 
for immediate and potentially life-saving interventions, That 
way, the hospital or emergency technician doesn’t have to wait 
for the right doctor to show up to take action, saving precious 
minutes in a critical situation. 


PRIVACY, PLEASE 
AirStrip had to meet tight federal requirements for data security 
and privacy, No data is ever stored on the remote cell phone or 


tablet. Encryption and rigorous password protection prevent 
unauthorized access or interception of the data. -D.H.F 
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tunity to go even further with 
‘Tonic: having it figure out on 
the fly which questions were 
relevant on the basis of the 
answers to previous ques- 








organizations 


are willing tions, and then immediately 
tos pel 1C flag potential health prob- 
heavily on lems. “The app could figure 
technologies out which people on the 
that V sill medical team you need to 
help the 7 NN see when, and alert them,” 
f “ he says. That meant patients 
manage could get to see exactly the 
patients clinician who might help keep 
ORLANDO them healthy—whether that’s 
PORTALE an orthopedist, a nutrition 





Chief innovation officer 
at Palomar Health, a 
hospital system investing 
in mobile health 
technology 


ora psychologist—while 
avoiding wasting appointment 
time with others, 

‘That sort of efficiency is a 
big deal, given the nation’s 
sky-high health care costs— 
costs that are likely to in- 
crease in the short term as 
the new wave of Obamacare- 
covered insurees hits the 
system. According to the 
Deloitte Center for Health 
Solutions, efficiency im- 
provements of the kind that 
Tonic is offering should be 
able to cut $305 billion in 
health care costs by 2021. 

Lanier doesn’t have to sell 
big health care organizations 
on the potential payoff from 


getting CONTINUED 
patients to ON PAGE 108 » 
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When Bad Things 

Happen to Good 
Companies 

What do you do when 
disaster strikes someone else? 
Make sure you're prepared 

to respond should the same 
thing happen to you 


OMPANIES SPEND BILLIONS of dollars to protect 
their computer systems from attacks. Yet they 
still happen. Recently, one of those incidents hit 
dangerously close to home, when a company called 
GitHub announced that it had been hacked. 
GitHub hosts computer source code (what 
software is made of) for thousands of companies— 
including the source code for our products 
at 37signals. 
The people who run GitHub are friends of ours. 
I really felt for them when they were forced to 
announce to their customers that their accounts 
may have been compromised. I imagined myself having to write a 
similar letter to my customers. The very thought made me queasy. 
But it also woke me up and gave me an idea. 
We are always working to improve our security. But I wanted 
our entire company—not just the tech staff—to figure out how to 
respond if we were hacked. 
Lots of companies stage drills to improve their technical 
capabilities. They run load tests to simulate their systems being 
under enormous pressure. They disconnect servers to see what 


Jason Fried |s co-founder of 


happens when a piece of hardware goes offline. 
They force their software to do things it wasn't 
intended to do to see what happens. 

But what about the public-facing part of the 
company? Technical proficiency is important, but 
it’s only half the battle. The other half is how your 
company communicates with customers when 
things go seriously wrong. 

So after hearing about the GitHub breach, I 
gathered the entire staff. Here is what I told every- 
one: “Every time we read about a security breach 
at another company, I want us to act as if it had 
just happened to us. How would we handle it? 
What would we tell our customers? What would 
we do about it so it does not happen again? What 
steps would we take to regain customers’ trust?” 

We started right away, We studied GitHub’s 
response and came away impressed. GitHub did 
an outstanding job of letting the public know what 
happened, how it happened, how to learn if a com- 
pany had been affected, what GitHub did to halt the 
attack, and what it will be doing to prevent another 
one. (You can read GitHub's response here: github. 
com/blog/1698-weak-passwords-brute-forced.) 

The point person on our security team wrote 
a draft of what our response would have been, 
which was posted to a Basecamp project and cir- 
culated companywide. Everyone had a chance to 
suggest tweaks, make edits, and post comments. 

Like GitHub, we tried to be honest, open, and 
informative. Anything less threatens to erode trust 
fast, especially when dealing with something as 
critical as data security, Writing the letter even 
revealed a few weak spots in our defenses, which 
we're working on tightening up. As often happens, 
the simple act of communicating helped us see 
areas for improvement we hadn't noticed before. 


37signals, a Chicago-based It was a sobering experience. I came away feeling even more sympathy 


software company, 


toward the companies and customers who have been victimized by hackers. 


And it reminded me just how important it is to stay vigilant. 

Next time around, I'd like to take it beyond our customers. It would be 
good to drill how we'd talk to the press or answer questions on Twitter, 
Meanwhile, the letter we drafted sits safely in Basecamp. I hope no one 


will ever have to read it. 


BREATH-TAKING 





HEART-STOPPING 





{n Bolivia, land of the Andes and Amazon, beauty and deadly disease live hand in hand. 





By day, this killer hides in the thatched roofs and 
adobe walls of simple homes. By night, it infects 
sleeping victims with a parasite that years later, 
ravages the heart and other organs. 


One out of ten Bolivians has Chagas disease, a 
leading cause of heart failure and sudden death 


Chronic Chagas disease is just one of many 
devastating health problems we've taken on in 
South America’s poorest country. 






If you were poor and living in Bolivia, you would know 
this insect by name — Vinchuca, the assassin bug. 


Solidarity Bridge empowers Bolivian medical 
communities to provide high-complexity surgery 
and other health care 


We partner with top US specialists to train 
local physicians in general surgery, cardiology, 
neurosurgery and gynecology. We link with US 
companies to provide life-saving medicines and 
medical equipment. 


Our work is possible only through the generosity 
of many. Will you 
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stabilizing the structure so that panels, 
which substitute for concrete walls, can 
be reconfigured on the basis of demand. 
For a Mittelstand company, Igus is 
diversified. It makes two products: poly- 
mer bearings and chains. Both enable 
movement in machines, whether they are 
mountain bikes or enormous ship-to- 
shore cranes. The factory is situated next 
toa large UPS operation and near two. 
airports, the better to serve customers in 
more than 80 countries. Annual revenue 


But globalization is the future. It is also 
askill that requires development. The 
Mittelstand companies haye had a lot of 
practice. They are very good at it. 


LESSON 3 
INNOVATE INCREMENTALLY 
AND INTERNALLY 


TO SPEND TIME AMONG the Mittelstand is 
to become sensitized to the industrial 
wallpaper of our lives. As I stroll around 
the conference room at PWM, my eyes 
are opened to the aesthetic possibilities 
of gas-station price signs. The technically 
advanced yet stylistically retro scrolling 
digits preferred by Conoco. Chevron’s 
crisp white numbers framed in a sleek 
red case, “We were the first with white 
numerals in the marketplace,” says 
Krawinkel proudly. 

‘When it comes to innoyation, the 
Mittelstand companies are incremental- 
ists: masters at playing on a theme. Peter 
Englisch, Ernst & Young’s global leader 


Employees are empowered to make virtually 
any decision on their own—except for one: 
turning down a customer request, 


is around $500 million, more than half 
from international sales, which CEO. 
Frank Blase kicked off when he joined 
the family business in 1983. “My father 
and I had different visions for this 
company,” says Blase. “His vision was 
that we would be about $10 million, and 
my vision was $10 billion.” Blase knew 
from the start that international business 
would help get him there. “We always 
have a drive to target new customers in 
new countries,” says Blase. “We see a 
market that is underdeveloped from an 
Igus point of view, and we go there.” 
That attitude is less common in the 
United States, where more than half of 
small to midsize companies have no 
sales or operations outside North Amer- 
ica, according to a study by the National 
Center for the Middle Market. Such 
attitudes aren’t surprising: The United 
States is such a juicy, accessible market 
that international sales feel less urgent. 





for family business, observes that Ger- 
many’s lack of natural resources forces 
it to rely on competitive products and 
services. Given their narrow areas of 
expertise, Mittelstand companies grow 
by “improving the existing products and 
services, not coming up with things that 
are radically new,” says Englisch. 

Much of that incremental innovation 
happens with customers. Whereas 
elsewhere companies chafe at modifying 
products for new markets, the Mittelstand 
sees the ability to do so as a competitive 
advantage. So, for a pipe organ in New 
Zealand, Klais’s team developed a stop 
inspired by the sound of a Maori bone 
flute. Klais listened repeatedly to a CD 
of traditional Japanese music to design 
parts for an instrument in Kyoto. 

“Often, innovation is defined as some- 
thing that changes a market,” says Klais. 
“But to me, it is where you individually 
develop something for your customer. It 


may be a very, very small detail. But it 
shows understanding and respect.” 

Mittelstand companies innovate 
not only their products but also their 
materials and means of production. 

In its facility in Bad Berleburg, BSW 
reprocesses rubber to make its signature 
material—Regupol—and then uses 
machines, many developed in-house, 

to manufacture flooring products for 
the sports and building industries, Igus 
manufactures its own materials, builds 
its own tools and molds, and innovates 
intensively around processes. Among 
Igus’s most popular homegrown offer- 
ings are tests that calculate how long 
products will last in a specific customer’s 
environment. Some of that is math; 
some is running products through their 
paces until they break, In the Igus labs, 
a few cables have been twisting away 
continuously for 10 years. 

There’s a defensive basis for this 
strategy: Competitors find it harder to 
copy your thing if they must also copy 
the thing that makes your thing. At the 
same time, it’s easier to maintain equip- 
ment you've designed yourself and to 
ensure quality when you make your own 
materials. Vertical integration is all 
about control. As the U.S. recovers from 
its outsourcing binge, contro] would be a 
good thing to get back. 


LESSON 4 
GO THE EXTRA MILE 
FOR CUSTOMERS 


IGUS ANNOUNCES ITS priority in the 
entrance hall. One wall depicts the 
solar system forged in metal. The word 
customer (in six languages) is the sun. 
All other departments and activities are 
small planets arrayed around it. 

When I meet Frank Blase, he is 
wearing his blue Igus vest and a red- 
and-white-striped tie, perhaps in 
anticipation of the “very, very large 
American customer” he expects to 
arrive at any moment. The orange button 
pinned to his chest reads: Yes We Can! 
Itis a salute not to Barack Obama but to 
Bob the Builder, a natural Mittelstand 
muse. The Mittelstand companies’ 
customer relationships are unusually 
close because their products are often 
complex, requiring customization and 


consultation. Igus has a policy called 
KNOC KNOC: an acronym (in German) 
for No ‘No’ Without CEO, Employees 

are empowered to make virtually any 
decision on their own—except for one. 
Turning down a customer request requires 
approval, often from the very top. 

In orientation sessions for new hires, 
Blase writes on a whiteboard Peter 
Drucker's famous dictum: “The purpose 
of business is to create and keep a cus- 
tomer.” “I ask each of them, ‘What value 
do you think that you create for which 
customers?’ ” says Blase. “At the end of 
the hour and a half, we complete the 
circle: ‘How do the employees benefit?” 
So they understand that their success is 
through the customer’s success.” 

Like most Mittelstand companies, 
Igus is generous with pre- and postsales 
consultations and services, It will cheer- 
fully customize and ship a single tiny part 
or manufacture discontinued items for 
customers with aging machinery. The 
company keeps 100,000 distinct products 
on-site so it can guarantee shipping 
worldwide within 24 hours. PWM has a 
similar delivery guarantee, also made 
possible by Krawinkel’s willingness to 
hold everything within PWM's walls. 
“The Mittelstand has a different philoso- 
phy when you look at inventory and 
spare parts availability,” says Krawinkel. 
“The disadvantage is you have to pay for 
it on your own. But it is a big competitive 
advantage with customers.” 

U.S. manufacturers are already cus- 
tomer focused: There's less to learn from 
Germany on that score. What's interest- 
ing, though, is the extent to which the 
Mittelstand’s customer orientation ben- 
efits these companies in their roles as 
buyers. Most companies I visited procure 
machines, parts, and other products from 
their compatriots. At least 80 percent of 
Igus suppliers are Mittelstand compa- 
nies, according to Artur Peplinski, vice 
president of international group develop- 
ment. “We ask a lot from our suppliers, so 
they have to understand our standards 
and requirements,” he says. “Having the 
Mittelstand makes it easier for us to 
fulfill our promises to customers.” 

Of course, stretching supply chains 
across 138,000 square miles of Germany 
is easier than stretching them across 3.7 
million square miles of United States. 


Still, as it becomes easier for U.S. com- 
panies to buy American—if, in fact, 
Made in the USA becomes the socially 
responsible default option—the oppor- 
tunity exists to raise everyone’s game. 


L RUN Ye 5 

YOUR BONES 
AS FYO EXPECT 

LIVE FOREVER 


IN 1935, ALOVS MENNEKES founded a 
company that at one time manufactured 
waffle irons and other small appliances 
in the basement of the local shooting- 
club hall. His breakthrough product was 
a wall-mounted fire lighter invented 
when matches became scarce during 
World War IL. In Mennekes’s building 
hangs a vast aerial photograph of the 
company’s current site, I can just make 
out the founder’s original home, tucked 
into the side of the sleek, modern com- 
plex like a handmade ornament on a 
shimmering aluminum Christmas tree. 

Mennekes’s rich heritage illustrates 
another Mittelstand characteristic: roots 
sunk deeply into family and community. 
Roughly 95 percent of Mittelstand com- 
panies are family owned, according to the 
country’s Federal Ministry of Economics 
and Technology. Of those, 85 percent are 
managed by their owners. The average 
CEO tenure is 20 years. Some businesses 
have celebrated bicentennials. Ernst & 
Young’s Englisch says Mittelstand lead- 
ers take the long view because they are 
building for future generations—a quality 
he calls dynastic will. “From this comes 
extra dedication and passion,” says Eng- 
lisch. “The family gives nearly everything 
to run the business successfully.” 

That long-term orientation is reflect- 
ed in a conservative approach to finance. 
The Mittelstand’s equity ratio has been 
rising since 2002, reaching 20.7 percent 
in 2011. Equity and bank loans together 
fund more than 80 percent of invest- 
ments. During the financial downturn, 
healthy financial buffers—as well as 
government aid for businesses that cut 
hours rather than staff—helped these 
companies survive relatively intact. 

That generational perspective is 
tough for nonfamily, nonyenerable 
companies to emulate. And it is increas- 
ingly a challenge for the Mittelstand. 


‘The pool of potential heirs is growing 
shallow as Germany’s birthrate drops 
and outside temptations beckon, includ- 
ing the nascent startup scene in Berlin. 

However, the lure of entrepreneur- 
ship may ultimately benefit succession. 
Nikolaus Forster, editor in chief of 
impulse, a German magazine for com- 
pany owners, says it is common now for 
the sons and daughters of the Mittelstand 
to launch startups after university, then 
return after a few years to run the family 
business. “Many have said to me, ‘We 
are going to make mistakes, but we are 
going to do it somewhere else and then 
come back to our own company to make 
sure it is successful,” says Forster, “In 
Germany, if your family has been running 
the company for three generations, you 
have got a lot of employees. So you have a 
lot of responsibility to the region.” 

Responsibility. In my conversations 
with Mittelstand CEOs, that word came 
up again and again, Leadership, by con- 
trast, they largely dismissed as an ab- 
straction, “I think leadership is a very, 
very, very strong word,” says Klais. “I see 
it more as a responsibility issue. And not 
just being responsible for the financial 
situation but also for a team of 65 people 
that have supported this workshop for a 
very long time and for this working place 
on which they are depending.” 

‘That attitude, more than anything 
else, may be what sets the Mittelstand 
apart. Several CEOs I spoke with de- 
scribed how, during the downturn, they 
kept pay stable while employees worked 
fewer hours because of reduced de- 
mand. The understanding: When busi~ 
ness picked up, the employees would 
work off those hours over time. “We 
financed that ourselves,” says Mennekes. 
“Employees all have bills to pay. As you 
imagine, this makes identification with 
the company strong, that they know we 
are caring for them in bad times. It was 
the responsible thing to do. 

“Tam very grateful that the company 
cared for me during my childhood,” says 
Mennekes. “Now I have a chance to care 
for the company.” @ 

LEIGH BUCHANAN is an editor-at-large 
for Inc. For additional reporting 
about the Mittelstand, see Leigh’s 
stories on Inc.com. 
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SO HOW COME YOU'RE RUNNING OUT OF 
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year, to reflect rising sales. 

If certain clients are keeping Knitow- 
ski up nights, but Phunware wants to 
keep them around, he could take out 
credit insurance. He could also ask 
clients to set up a standby letter of credit 
that Phunware could draw on if the 
client fails to pay. The key takeaway for 
other companies, Lenhart says, is to 
“look beyond just sales numbers, be- 
cause they’re not the full story.” 





DETECTIVE 


How do! 
really know 
how I’m 
doing? 


HEN CHILDHOOD friends Rob 
Dube and Joel Pearlman 
founded Image One in 
1991, the closest thing 
they had to an accountant 
was Pearlman’s father, a 
corporate CFO who checked their 
income statements over dinner. They 
started the business after graduating 
from college, selling printer and copier 
toner cartridges and soon adding office 
machines to their offerings. In the early 
days, Pearlman’s father urged them to 
spend more time analyzing the Oak 
Park, Michigan, company’s finances. As 
revenue approached $1 million in the 
mid-1990s, Pearlman’s father found a 
bookkeeper to serve as Image One's 





controller. But Dube paid little atten- 
tion to the company’s financials. “I 
wasn’t willing to put the time in,” he 
recalls. “Our mindset was, ‘Just get out 
there and grow the business.” 

Tracking your company’s financial 
data can have a big impact. No, really. 
Business owners who start to do it usu- 
ally find it eye-opening, rewarding, and 
even addictive, says Brendan Anderson, 
co-founder and managing partner of 
Evolution Capital Partners, a private 
equity firm based in Cleveland. And, 
thanks to the abundance of easy-to-use 
financial dashboards, gathering and 
crunching data has never been easier. Yet 
many business owners resist it, viewing 
the financial aspect of their companies as 
something to be tolerated. Anderson says 
that only a small fraction of the hundreds 
of business owners he meets with every 
year use a formal system to track and 
analyze company metrics. One reason for 
the resistance could be that many entre- 
preneurs who did just fine without data 
analysis in the early stages of businesses 
don’t see a need for it. But, Anderson 
says, “there comes a point in time when 
you can’t do it all in your head, when 
there are more balls in the air than you 
can juggle.” 

In 1999, with revenue 
approaching $2.5 million, 
Dube began to realize he 
could no longer ignore the 
balance sheets. “Eventu- 
ally, we came to under- 
stand that there’s a lot 
more that goes into build- 
ing a sustainable business 


we 


meet their budget and revenue goals. 

The system had a major effect on 
Image One’s approach to purchasing. 
Dube began to see that cutting just $1 or 
$2 from the price of each item could 
increase the company’s overall margins 
significantly, because it purchases thou- 
sands of items from vendors every year, 
“Tt was a light-bulb moment,” Dube says. 
“Tt took us to another level.” The $15 
million company, which has 60 employ- 
ees, recently hired a full-time purchaser 
to negotiate better terms with vendors. 

These days, the partners use e-Auto- 
mate, financial software from Digital 
Gateway that handles metrics, as well as 
accounting, billing, and operations. The 
software allows information from all 
three areas of the business to How into a 
wide variety of reports accessible by the 
management team. Managers also use 
the dashboard to track profitability for 
Image One’s 200 largest customers. If 
margins fall, managers figure out what, 
if anything, they can do. 

Anderson thinks more small busi- 
nesses should follow Image One’s lead. 
“Tt’s amazing what you can do with a 
very traditional business when you put in 
a process and use numbers to drive deci- 
sions,” he says. Buying software is the 
easy part, he warns; 
what's hard is sticking 
with the process. To make 
the most of metrics, you 
also have to be prepared 
to face up to what you're 
doing wrong—and resolve 
to fix it. As Anderson tells 
his small-business clients, 
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fill out forms. They’ve been eager for 
exactly what Lanier is offering, “We 
went to our traditional vendors and 
asked them to come up with something 
that would engage patients when giving 
us information,” says Helen Kotchoubey, 
corporate director of information ser- 
vices at New York-Presbyterian Hospi- 
tal. “But Tonic was the one that came 
up with something that was really dif- 
ferent and interesting. This is all about 
patient engagement.” 

Thousands of patients at New York- 
Presbyterian, the Mayo Clinic, and 
several other hospitals have used Tonic 
to report their medical histories, The 
app has been shown to increase form 
completion rates by about 100 percent, 
according to Lanier. Boosting patient 
engagement through technology is seen 
as a critical task for health care, says 
Patricia Griffiths, a researcher at the 
Veterans Affairs Medical Center’s Reha- 
bilitation Research and Development 
Center for Visual and Neural Rehabilita- 
tion in Atlanta. Griffiths has worked to 
bring Tonic and other leading-edge 
technology into the VA’s health care 
efforts, “This is the only way to deal 
with burgeoning demand for health care 
while improving quality, access, and 
cost,” she says. 


PAIN POINT 

Unnecessary visits 

to the doctor 

COST; ABOUT $125 BILLION A YEAR 
AMERICANS COLLECTIVELY make about one 
billion visits to the doctor each year. 

In many of these cases, doctors are 
lavishing in-person attention on patients 
who could be taken care of with a bit 

of information, 


It’s a problem that wastes some 
$125 billion a year. So points out Ron 
Gutman, founder of HealthTap, a Palo 
Alto, California-based startup that’s 
trying to provide patients with those bits 
of information via their mobile phones. 
Through HealthTap’s smartphone app 
and website, the company lets users 
pose health questions to a network of 
more than 50,000 physicians. “What we 
can do is create an electronic triage 
system that directs as many patients as 
possible away from expensive services 
into more cost-effective ones,” Gutman 
says. “That really hits home with health 
care organizations.” 

Having doctors answer questions 
with a text message sounds like a simple 
enough app, but there’s a reason why 
HealthTap is proving to be the first to 
pull it off in a big way. For one thing, 
doctors are terrified about the liability 
of tossing out advice to people they 
haven't personally examined who might 
later claim the advice was harmful. So 
Gutman negotiated a unique Lloyd's of 
London insurance policy that protects 
doctors on HealthTap’s network from 
lawsuits stemming from their advice to 
users, provided at no cost to the doctors. 
In addition, each doctor's advice is voted 
on by other doctors, providing second 


take advantage of that mobility.” 
Though many older patients won't 
reach for their cell phones when they 
have a mysterious ache or a slight fever, 
notes physician and mHealth expert 
Good, younger patients will readily flock 
to services like HealthTap, “They've got 
the motivation and interest to adopt 
these tools,” he says. “They’re just wait- 
ing for health care providers to make 
them available.” Already, Gutman is 
fielding a flood of requests from health 
care providers interested in exploring 
how they can enlist HealthTap to set 
up dedicated mobile services for their 
patients and physicians. 


PAIN POINT _ os. 
Missing critical warning signs 


COST. $36 BILLION OVER 
THE NEXT FIVE YEARS 


HOSPITAL PATIENTS are routinely kept 
wired to devices that monitor heart 
rate, respiration, blood pressure, and 
other vital signs. And dozens of other 
types of monitors might be wheeled to 
a patient's hospital bedside to look at 
things such as brain waves and blood 
chemistry. All this data gives clinicians 
achance to spot problems early and 
take action to head off crises, But if the 


Many nascent markets are up for grabs, 
roviding an extraordinary opportunity 
‘or medically minded entrepreneurs. 


opinions. Security is another major 
concern, and one that Gutman antici 
pated with his first hire: an information 
security pro. “We're more secure than 
any entity we work with,” says Gutman, 
noting that all private HealthTap com- 
munications between patients and doc- 
tors are encrypted. 

It’s not just patients who benefit 
from the convenience of getting medical 
advice in their homes or offices, or even 
on the road, all without the cost to the 
system of an office visit. Physicians don’t 
want to be limited to helping patients 
only from the confines of the exam 
room. “Many of our caregivers are mo- 
bile now,” says New York-Presbyterian 
Hospital’s Kotchoubey, “They want to 





clinician wants to see the data readout 
in real time, vastly increasing the chane- 
es of performing a fast, effective inter- 
vention, he or she needs to be standing 
by the machine, staring at its screen. 
And, to state the obvious, the patient 
has to be in a hospital bed. All of which 
means doctors are almost never on top 
of their patients’ critical data just when 
it may count most. 

Tackling that gap is AirStrip Tech- 
nologies in San Antonio. AirStrip is the 
leading player in the new mHealth 
subindustry of remote patient monitor- 
ing, which allows clinicians to get de- 
tailed, real-time readouts of monitors on 
their tablets or smartphones anywhere 
in or out of the hospital. This technology 


that allows doctors to remotely monitor 
the vital signs of hospital patients was 
“the first serious mHealth effort de- 
signed directly for physician use,” says 
Portale of Palomar Health. 

Portale ought to know, because 
he was behind the first major remote 
monitoring mHealth venture, developed 
in-house at Palomar in 2010 and later 
acquired by AirStrip to form part of the 
backbone of its technology platform. 
Since then, Portale has turned his entre- 
preneurial attention to the other end of 
the problem: freeing patients from 
having to be hardwired to machines 
to be monitored, To do that, Palomar 
has teamed up with electronic-chip 
giant Qualcomm to establish a tech 
incubator called Glassomics to foster 
the development of wearable computing 
in medicine. “Sensors could be embed- 
ded in smart watches, implantable 
chips, or clothing,” says Portale. “They 
might detect changes in blood chemistry 
or in the heart’s electrical pattern, pre- 
dict the onset of a heart attack, and 
broadcast a vorairtinig to your physician’s 
mobile device.” 

Nearly a billion people in the world 
have heart disease, diabetes, cancer, 
Alzheimer’s, or another chronic disease, 
notes Portale. Heading off crises for 
even a fraction of these patients would 
not only save countless live would 
cut down on the costly hospitalizations 
that account for a large chunk of health 
care spending, Until now, those hospi- 
talizations have funneled revenue to 
hospitals and physicians, but under 
Obamacare, health care providers will 
eat some of those costs. “Health care 
organizations are incentivized now to 
reduce hospital readmissions, and that’s 
why they're willing to spend heavily on 
technologies that will help them manage 
these patients,” says Portale, Juniper 
Research estimates that mobile health 
monitoring technologies could save the 
medical industry $36 billion over the 
next five years. And within four years, 
Americans will be wearing some 170 
million gadgets to keep an eye on their 
vital signs, projects ABI Research. 

Eventually, these devices may be able 











to track a patient's emotional state, too. 
Just picking up on the fact that a patient 
may be depressed can represent an 
enormous potential savings, points out 
Wagle of Partners HealthCare. “Re- 
search has shown that the costs of 
treating chronic medical conditions are 
40 percent higher in patients who are 
depressed,” he says. “If I can monitor 
depression, I can see who might need to 
see a psychiatrist or get an adjustment 
to their medication.” 


PAIN POINT 

Unhealthy diets, 

lack of exercise 

COST. NEARLY $100 BILLION A YEAR 

IN 2005, MIKE LEE and his wife wanted to 
lose some weight but couldn’t find an 
easy way to track calories, So Lee built 
an app to do it. Today, Lee’s San Fran- 
cisco—based company, MyFitnessPal, 
has more than 40 million users, most 
of them through its mobile app. Collec- 
tively, MyFitnessPal users have lost 
more than 100 million pounds since 
2005. The company earns revenue 
through mobile ads and through part- 
nerships with health monitoring and 
fitness equipment manufacturers. 

Smoking has long reigned as the 
leading preventable health-related 
killer. Now, however, obesity in the U.S. 
is poised to overtake cigarettes in dead- 
liness, with one major recent study 
concluding that, on average, obesity robs 
people of a decade of life. Obesity is 
strongly linked to virtually all forms of 
chronic disease, particularly heart dis- 
ease and diabetes. One study found that 
70 pounds of excess weight increases 
one’s lifetime medical costs by an aver- 
age of up to $30,000, depending on race 
and gender. All told, obesity is respon- 
sible for nearly $100 billion per year in 
health care spending in the U.S. 

Most Americans simply don't see 
doctors often or long enough for those 
visits to have a big impact on their eating 
behavior. But mobile technology can help 
close the gap. By prompting people to set 
reasonable goals, exercise, and count 
calories—and by offering encouragement 


from their social networks—mobile apps 
may prove to be the missing link between 
what doctors know we need to do and 
what we actually do in everyday life. 

Unlike most other segments of the 
mHealth industry, weight-control 
apps tend to be marketed directly to 
consumers, either at very low cost, via an 
ad-supported model, or through partner- 
ships with hardware product vendors. 
Besides MyFitnessPal, one of the front- 
runners in the weight-loss app market is 
Boston-based Lose It, which relies on a 
freemium model. But dozens of other 
startups—including SparkPeople, Noom 
Weight Loss Coach, and Calorie Counter 
Pro—are vying for the stream of new 
users turning to their mobile phones to 
help them shed pounds. 

Though weight-loss apps represent 
a sweet spot in terms of health impact 
and lowering health care costs, they 
are just a part of a broader consumer 
health-app market, Research2Guidance 
calculates that the number of daily 
downloads of the 10 most popular mo- 
bile health apps is already approaching 
five million. But that may prove to be a 
mere trickle compared with the number 
of health apps that end up on consum- 
ers’ phones in the coming years, as 
Obamacare continues to drive the 
health care industry to reach new levels 
of efficiency. New apps are needed to 
provide patients with more effective 
ways to find doctors, schedule appoint- 
ments, gain access to personal medical 
records, and much more. Meanwhile, 
other phone-based technologies prom- 
ise to let doctors perform many diagno- 
ses and prescribe treatments remotely, 
and even to hand some of those tasks 
over to software altogether. 

Those and many other nascent mar- 
kets are up for grabs, providing an ex- 
traordinary opportunity for medically 
minded entrepreneurs. As Griffiths of 
the Veterans Affairs Medical Center put 
it: “This is not about a wave of the fu- 
ture, This is right now.” @ 

DAVID H. FREEDMAN is a contributing 
editor for Inc. He wrote about the Series 
A crunch for the October 2013 issue. 
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e Growtn 


by Mark Henricks 


As it has grown into one of the largest sectors of the 
American economy, the franchising industry also has 
become increasingly diverse, Although franchising is still 
often primarily associated with quick-serve restaurants 
serving up food to hurried diners, more and more franchise 
businesses today provide a wide variety of services to and 
through other businesses. 


The growing importance of business-to-business and 
service concepts is shown clearly in the most recent look 
at employment in franchise establishments in the ADP 
National Franchise Report, This monthly account is drawn 
from ADP's payroll data and provides a reliable perspective 
on recent trends in franchising employment. And for the 
year ended in September 2013, when U.S. private-sector 
franchise jobs grew by an average of 0.2 percent overall 
each month, business services franchises expanded its 
employment by twice that much, or 0.4 percent. 


The job growth in business services put the category at 
the front of 16 different industry segments ADP uses to 
divide franchising. The segments range from restaurants, 
which accounted for more than half the total 15,080 
franchising jobs added in September, to auto parts and 
dealers, which registered a small decline in employment 
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that month. Compared to an annual growth in employment 
of 2.5 percent for franchising in general, business services 
also led all sectors, expanding employment at 4,7 percent. 
That also was more than twice as much employment 
growth as the overall economy posted. 


Aseconomic conditions improve for America's enterprises, 
Image360 stands ready to capitalize on the opportunity. 
Franchisees of the Columbia, Maryland-based brand 
provide professional graphic communications services to 
other businesses and organizations. The services 
Image360 offer include site analysis for placement of 
signage, permitting, and design for nearly every type of 
visual communications need, including indoor and 
outdoor signage, vehicle advertising, window and floor 
graphics, way-finding solutions, and promotional display. 


President Ray Palmer describes Image360 as a business- 
to-business opportunity that is sales-driven without being 
confined to an existing product offering. Franchisees 
market their services directly to other businesses, and 
often start with a virtually blank slate when assigned to 
address clients’ visual communication and display needs. 
“There’s lots of creativity involved,” Palmer says. “You're 
only limited by what you can imagine.” 
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Your Business Ownership 
Dream Starts Right Here... 


Ke 


Become part of the business community, join the hottest new brand in the 
industry, interact with profile clients, and be the ultimate solutions 
provider in the arena of visual communications. As owner of an Image360 





Center, you'll also enjoy the hours and lifestyle that reflect its 


business-to-business focus. 
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In addition to marketing to businesses, Image360 
franchisees also market through other businesses, 
especially their own existing clients. “We are very much a 
referral business,” Palmer says. “When you get a client 
they refer others and they stay with you for a long time. 
It’s not. a one-and-done relationship. 


Image360 is a new brand launched in February by Sign 
& Graphics Operations LLC. Alliance Franchise Brands’ 
Sign & Graphics division has over 300 franchise locations 
including Image360 and two others, the beginnings of 
which go back almost 30 years. Many of these existing 
franchises are converting to the new Image360 model. 


Alliance Franchise Brands has 12 Image360 locations in 
West Coast, Southeast, and Mid-Atlantic markets as well 
as Texas and Minnesota. Plans call for having 50 to 75 
open by the end of 2014 in a cross-section of U.S. 
markets, “We expect a large migration of existing brands 
over the next 12 to 18 months as well as adding new 
members that are coming on board,” Palmer says. 


“There's a lot of flexibility with this franchise and there's a 
lot of opportunity," he adds, “In today's environment, 
especially with the advent of additional technologies and 
market segments, our opportunities are continuing to 
expand, which provides a recipe for long-term growth,” 


The recipe for growth at Daycare Cleaning Services calls 
for providing cleaning services to pre-schools and day 
care centers. President Rob Nestore says the Cherry Hill, 
New Jersey, company has found childcare and education 
markets are receptive to the environmental cleaning 
services the franchise offers. Nestore has acquired 
numerous public, private, and national chain clients in an 
extended service area around the Philadelphia 
metropolitan area where the company is headquartered. 


“Things continue to progress,” Nestore says. “We 
continue to grow throughout New Jersey, Pennsylvania, 
Delaware, and New York.” After hiring a national 
account manager for sales in 2013, Nestore took an 
additional step for 2014, supplementing the marketing 
staff with a national account manager to focus strictly 
on franchise sales. 


Daycare Cleaning Services is seeking franchisees to 
expand its system beyond the corporate headquarters 
location. Nestore said that despite the fact that demand 
for the company’s services from other businesses is 
good, it's been a challenge to find franchisees who are 
ready to duplicate the model. 
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Until the right franchisee candidate comes along, the 
company will focus on refining its operations business 
model. “We're going to continue to do marketing, and 
continue to build our brand," Nestore says. 


SENIORS Helping SENIORS* 


The Power of Love® 


Franchisees of Seniors Helping Seniors continue to focus 
‘on providing non-medical in-home care to senior citizens, 
while relying significantly on marketing through other 
businesses to reach individual consumer customers. “We 
believe one key to our success is our finding other 
businesses in our communities who share our values and 
who are also providing a service for seniors so we can all 
serve our clients better together,” explains Philip Yocom, 
president, CEO, and co-founder of the Reading, 
Pennsylvania-based franchiser, 


Seniors Helping Seniors franchisees employ seniors to 
provide people living in private homes or retirement homes 
with a full range of home care including companionship, 
errands, and light home maintenance support services, 
Yocom's franchisee selection model emphasizes choosing 
candidates who are committed to giving back to their 
communities as well as generating an adequate return 
from their investment in the franchise. 


Almost 250 Seniors Helping Seniors territories are 
operating right now. The company plans to add 100 new 
locations to that total during 2014. In addition to the United 
States, where many territories remain available, they'll 
focus in the coming year on the United Kingdom, 


Although they have led the franchising field in 
employment gains in recent months, business-to- 
business and service concepts continue to represent a 
relatively small proportion of franchises. Restaurants 
dominate all other sectors, with more than half of the 
total employment of 8 million, while business services 
still employs fewer than 500,000. However, as one of 
the most robust segments of an industry that is growing 
significantly faster in employment than the rest of the 
private sector, business services is a portion of the 
franchising pie that deserves a look from any franchisee 
candidate in search of an opportunity. 
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We're looking for 
a few ordinary people 
with extraordinary hearts. 


Are you ready for a positive change? Join our unique 
franchise community that believes in 

the Power of Love and has an equally 

strong focus on the bottom line. 


Receive substantial financial 
and emotional rewards. 
© Help seniors live independently 
in their own homes by matching them with 
other loving, caring, compassionate seniors 
© Provide non-medical services such as 
light housekeeping, grocery shopping, 
companion care and more 
® Serve one of the fastest growing 
markets — the Boomers and their parents 
© Easy startup backed by our 
marketing expertise and ongoing 
management support 
Be part of our strong community of 
like-minded social entrepreneurs 











SENIORS Helping SENIORS® 


The Power of Love® 


Do good and make money.” 

Join our unique franchise partnership. 
E-mail us today! 
opportunities@seniorshelpingseniors.com 
www.seniorshelpingseniors.com 
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AUTOMOTIVE 


LUXURY-SPORTS-CLASSIC Autos & Hi End 
RVs - by owners. www.cacars.com Buyers/ 
Sellers 800-546-8457. 





BUSINESS FINANCING 


CASH FOR INVOICES! Accounts Receivable 
Financing to $2,000,000. Direct lender with 
offices nationwide, Call AeroFund Financial. 
Approvals by phone. www.aerofund.com 
800-747-4234. 


$50,000 - $250,000 In Unsecured BIZ 
Credit Lines, $50 guaranteed with 720+ 
FICO, stated income, perfect for startups, 
40-second pre-approval. 1-B66-988-SEED 
(7333). www.Businessoan.org 








BUSINESS OPPORTUNITIES 


HOMEBASED TRAVEL BUSINESS - Excellent 
income, Affordable opportunity. Includes 
travel website. www, TheTicketCounter.com 


PRIVATE MONEY INVESTORS wanted for 
Senior housing industry. 15% monthly resid- 
ual income, Call 202-239-5997, 


CREDIT PARTNERS EARN $100K. Must have 
720 plus credit score. No money required 
period! $10K sign on bonus. 1-877-343- 
3482, www.720cfoprogram.com 





iDealFurniture Broker 
$200 - $3,000 profit per deal undercut your 
local “discount” stores on PerfectDreamer 
Mattress ~ Ashley Furniture. Low startup 
costs, financing available, 888-674-6688 
or visit www.iDealFurniture.org 


BUSINESS FITS: How To Find The Right 
Business For You! This book is a must read 
for anyone considering self-employment or 
@ business investment, Available as a 
paperback or eBook on Amazon. Visit 
businessfits.com 


BUILD/DUPLICATE MLM NETWORK with 
established vitamin company $16,000+/ 
month possible. 513-460-3535. 


INCREASE YOUR INCOME - Personally or in 
your current business. To guarantee your 
success, we will send you our _money 
making secrets CD absolutely free. For your 
free CD, contact 617-755-9276. 








Your Ad 
Should Be Here! 


Advertise your 
products, services and 


opportunities in 


Inc. Magazine’s 
Classified Section! 


727-507-7505 
info@rpiclassifieds.com 





FREE HOME BUSINESS. Get paid a monthly 
residual income by giving away a free serv- 
ice! www.merchantaccountpaysyou.com/5 


MOBILE MARKETING! Start a mobile 
company. BereanoPartners.com Josh — 
206-250-6625. 





BUSINESS SERVICES 


EFFORTLESSLY MONITOR YOUR online 
reputation and reviews, 1-888-846-7848. 
www. YourProfitWeb.com 


PAYROLL AND WORKERS COMPENSATION 
programs for franchises in US and Canada. 
MyFranchiseVendors.com 727-289-8893. 


NEED MORE FUNDING for your business 
(without debt}? Our system builds your busi- 
ness credit and gets you the money you need 
to expand! www.FastBusinessCredit.com 





BUSINESSES FOR SALE 


PROFITABLE BUSINESSES with owner 
financing, All types, sizes, locations, 
1-800-617-6204, Bizsalecom = & 
etranchisesale.com 





CAPITAL AVAILABLE 


IMMEDIATE AND UNLIMITED CAPITAL 
US $1M minimum, no maximum. Brokers, 





attorneys, deal-makers invited. Fees 
protected. _www.immediatecapital.com 
301-494-3800. 

FINANCIAL SERVICES 


WHY WAIT 30, 60 DAYS OR LONGER TO GET PAID? 
Tuen your Invoices into Immediate Cash 

+ Gshwithin 24 hours 

+ No term contracts to sign 

+ We assume the credit risk 

+ Bankto Bank transfer of funds 


ADVANTAGE FUNDING CORP 






FRANCHISES 
FRANCHISE YOUR BUSINESS 


30 years experience. National Franchise 
Associates, Inc. 770-945-0660. 


LEARN THE SECRET 10. 


FRANCHISING YOUR 
BUSINESS IN 90 DAYS. 


Visit 
90DayFranchiseLaunchProgram.com 
of call 800-976-4904 





NATIONAL LIGHTING FRANCHISE has 
outdoor fighting franchises for sale in 
protected top-tier cities. www.NiteLites.com 





GHOST WRITER AVAILABLE 


ARE YOU AN ACCOMPLISHED Entrepreneur 
or CEO wanting to write lar finish} your 
business book or memoir? Then stop 
procrastinating. Create your legacy now with 
the help of a top light ghostwriter, Email 
me at Jverney@corporatestoryteller.ca for 
2 {ree consultation. Or visit my website: 
\www.corporatestoryteller.ca 


Visit www.incorporate.com 


or call 800-450-7458 





re —___ 


COMPANY 


CORPORATION 


BUSINESS SERVICES 





Answering Service 
For as little as $30/month 
14 DAY FREE TRIAL | 24-7-365 
Visit www.888GOANSWER.com 
or call 888-462-6793 


_—~. 1-888-GO-ANSWER 


coy answin 








MONEYMAKING OPPORTUNITIES TRAVEL 
WINNING STOCK PICKS! We do in-depth "EXPEDIA QUOTED $3,365.46" during 
research so you don't have to! peak travel season, | paid $799, 
www. ProfitZonePress.com wwww.CheapSStarTravel.com 


Get Results in Inc. Magazine's Classified Section! 
Rates: The word rate is $13.5 per word for one issue, $13.25 per word, per issue 


for three prepaid issues. Minimum ad 


is twelve words. The display rate is $975 


per column inch for one issue. Inc, Magazine's paid circulation is 700,000, 


Inc. Magazine is published 10 times a year, monthly with the December/January and 
July/August issues combined. The closing date is on the Ist of the month, two months 
prior to cover date. The next available issues are the April issue which closes 
on Monday, February 3rd and the May issue which closes on Monday, March 3rd. 
Place your ad online at www.rpiclassifieds.com 


me ae ee ee ee ee OE FOL +e ee me ae ae me ee me 


Insert my ad in the next available 
Enclosed is my 


issue, place my ad under the heading 
check for $ to cover full 


payment of my ad, For credit card orders, please include card number, expiration 
date, the amount you authorize to be charged, the security number as well as an 


authorized signature. 


Company Name 





Contact Name 





Address 





City 





Telephone 





Ad Copy 


























Inc. Magazine, Classified Department 
P.O. Box $70, Clearwater, FL 33757 
727-507-7505 * into@rpiclassifieds.com * www.rpiclassifieds.com 


TO ADVERTISE CONTACT: 1.727.507.7505 





INFO@RPICLASSIFIEDS.COM 


XIT INTERVIEW 


Marc Ecko 

This fashion mogul may have 

created a billion-dollar business, but 
being the boss still doesn't come easy 
By ISSIELAPOWSKY Photograph by EDWIN TSE 





ULTURE COUNTS 
Marc Eckabelievesin letting employees 
“own the vibe" of what they create 
“That becomes yourculture 
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How do you measure success? 
Quantitatively and qualitatively. 
It's not an exact science, but 
typically when people (your 
team and customers) are happy, 
you're successful. 


What's one rookie mistake 

you made early on? 

I still make them. You make 

rookie mistakes your entire career— 
hopefully just less frequently. One 
big one seems to be having too 
much pride and hubris. They can 
mess you up. 


What was the hardest 

lesson you learned in your 

first year of business? 

Learning to fire someone. It sucks 
Trump makes it look so easy. 
Unless an employee is robbing 
you, it is never really that easy. 


What's the toughest part 

of being in charge? 

Being in charge. You are account 
able for people, places, and things 
It's full contact. It is also the 
greatest part of the gig, because 
it builds character and muscle. 


What's one skill you want to 
improve upon, personally? 
Math. 


What's the best motivator 
for employees? 

Authorship. Let them own the 
vibe of what they are creating. 
Celebrate it, quirks and all 


Whom do you admire most 

asa business leader? 

Anyone with authenticity, 
especially my twin sister [and 
business partner], Marci [Tapper] 
She is compassionate yet firm 
She knows how to motivate you 
while keeping your feet on the 
ground and your head based in 
reality. She is an unsung hero 


Gut instinct versus expertise: 
Which is more important, 
and why? 

That's like asking “peanut 
butter or chocolate?" There is 
no adequate answer, so I'm 
not even going to try that one. 


QO 


SCAN THE PAGE TO WATCH MARC ECKO DISCUSS 
OVERCOMING UNCERTAINTY, (See page 14 

for details.) For the Founders Forum video 
with Inc.'s Scott Gerber, go to www.ine.com/ 
founders-forum, 


YOU DONT HAVE 1) 


burn the 


MIDNIGHT OIL 


t ge 


CASH BACK 


REWARDS. 


( OR ANY OTHER BUSINESS CLICHE FOR THAT MATTER. ) 





EARN UNLIMITED 2% CASH BACK OR DOUBLE MILES ON EVERY PURCHASE, EVERY DAY. 


You'll get more than unlimited rewards with the Spark Business” Card > 
from Capital One® including fraud alerts, free employee cards and no <a 
SP*RK 


foreign transaction fees. 
BUSINESS 
Learn more at capitalone.com/smallbusiness. Capitaine 


Gredit approval required, Offered by Capital One Bank (USA), N.A. ©2013 Capital One 





“The OM-D lets me get great shots because it’s 
rugged and durable. In this shot, | was shooting when 






the dust was the thickest because it enhanced the light. 
leven changed lenses and I’ve yet to have a dust 
problem with my OM-D system.” 


-Jay Dickman, Olympus ry 
Shot with an OM-D, M.Zuiko ED 75-300mm #4.8-6.7 I! 


Hc &@ OM-D 2uKo 


= ew LENS SYSTEMS 


Move into a New World 


INTRODUCING 
A CAMERA AS 


RUGGED 


AS YOU ARE. 


The rugged and revolutionary 
Olympus OM-D E-M1. 





www.getolympus.com/em1 


OLYMPUS 


Capture your stories 





* One of the smallest and lightest bodie 








